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This volume was planntd by Dr. S. S. Huebner, Professor 
of Insurance and Commerce at the University of Pennsylvania. 
The papers included were secured and edited by him, and the 
Academy is under special obligations to him. 

This vjork is the third of a series of Academy volumes 
upon the same related subject. The first volume in the series, 
which tuas entitled "Bonds as Investment Securities," was 
first published in 1907 and reprinted in 1910. The second 
number in the series dealt ivith " Stocis and the Stock 
Market," a volume for which there has been also an unusual 
demand. The present publication upon "American Produce 
Exchange Markets " is believed to be a contribution of especial 
value upon a subject concerning which there is as yet but 
relatively little published. 

THE EDITOR. 



THE FUNCTIONS OF PRODUCE EXCHANGES 



By S. S. Huebner, Ph.D., 
Professor of Insurance and Commerce, University of Pennsylvania. 



Modern produce exchanges are the product of the last sixty 
years and have developed in all the leading grain, cotton and pro- 
vision centers in response to the desire for large and well organized 
markets. Their ancestry has been traced back to the large, and 
flourishing fairs of several centuries ago, which prevailed in many 
parts of Europe. Probably the first instance of a modern exchange 
is that of the Antwerp Bourse, 1 established in the middle of the 
sixteenth century, and followed soon after by the Royal Exchange 
of London. Commodities were bought and sold here upon certifi- 
cates, although the general warehouse or elevator receipts, to be 
described shortly, were developed much later. 

With the development of enormous agricultural areas in the 
nineteenth century large surplus stocks of agricultural staples were 
created which far exceeded local demands. This surplus stock 
required a world market for its proper distribution to the consuming 
centers, and the development of such a market was greatly facilitated 
by the tremendous strides of the last century in methods of trans- 
portation and communication. Instead of the local fair, the trade 
now required a market where buyers and sellers from all parts of 
the world might meet to make transactions in person or by repre- 
sentatives. Convenience and promptness in buying and selling now 
became essential. Uniformity of usages, high standards of conduct, 
detailed organization of every branch of the trade, and efficiency 
in the operation of the business became highly desirable. And so 
about the middle of the nineteenth century numerous exchanges, 
sometimes also called boards of trade, chambers of commerce, and 
bourses, were organized with a view to standardizing trade and 
giving to it the conditions just enumerated. The Chicago Board of 

'For a brief account of the early development of produce exchanges, and 
the reasons for their development, see Mr. John C. F. Merrill's series of articles 
published in the "Chicago Commerce" during March and April of 1910 on the 
"Study of the Economic Function of Produce Exchanges in the System of Produc- 
tion and Distribution." Mr. Merrill is President of the Board of Trade of the 
City of Chicago, and his article contains many valuable suggestions. 
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Trade was incorporated in 1859, although organized in 1848. The 
New York Produce Exchange, having existed as an unincorporated 
association since 1850, was incorporated in 1862. The Merchants' 
Exchange of St. Louis assumed the characteristics of an exchange 
in 1854. The New York Cotton Exchange was organized in 1870, 
to be followed by the Minneapolis Chamber of Commerce in 1881, 
and the New York Coffee Exchange in 1882. Among the other 
American produce exchanges where buying and selling is conducted 
may be mentioned those at Duluth, Kansas City, Mo., Omaha, Mil- 
waukee, New Orleans, Winnipeg, Toledo, Detroit and Buffalo. 2 

•Unlike the American stock exchanges, which are private, vol- 
untary, unincorporated associations, our produce exchanges are 
incorporated bodies. Their rules, organization and methods of 
procedure resemble each other with few exceptions. In recent years, 
also, there has been a tendency towards co-operation between the 
several exchanges similar to the movement in favor of creating an 
association or trade organization for nearly every other line of com- 
merce in the country. In 1909 the grain exchanges, dealing in grain 
and provisions, saw fit to create a "Council of North American 
Grain Exchanges." The exchanges themselves constitute the mem- 
bership, each being represented by delegates; and at the last meet- 
ing they numbered thirteen, viz. : Those of Chicago, Kansas City, 
Toledo, St. Louis, Duluth, Omaha, New York, Buffalo, Baltimore, 
Philadelphia, Minneapolis, Milwaukee and Wichita. The object of 
this organization is "to increase the efficiency and extent of the use- 
fulness of exchanges trading in agricultural products ; to promote 
uniformity in customs and usages; to facilitate the adjustment of 
business controversies and differences that might arise between mem- 
bers of the various exchanges ; to render enforceable the principles of 
justice and equity ; to encourage the enactment of wise and helpful 
legislation; to enlighten the general public as to the important 
service rendered by exchanges in handling agricultural products ; 
to cultivate reciprocal relations between the trade of North America 
and that of other countries; to obtain by affiliation those greater 
legitimate conditions unattainable by separate and local effort ; and, 

J For a brief description of most of these exchanges and a statement of their 
distinctive features, see the articles in this volume which deal with several of 
the important exchanges ; and also the series of short articles originally published 
in the "National Hay and Grain Reporter" of May 20, 1911, and reproduced on 
pages 227-252 of this volume. 
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The Functions of Produce Exchanges 3 

generally, to advance the welfare of the grain trade, its allied 
interests and all those engaged in the production, handling, market- 
ing and consumption of agricultural products." 

I. The General Object of Exchanges 

A modern produce exchange may be defined simply as an 
organized market place which enables people to buy and sell freely 
certain commodities either in person or through a broker ; and which 
in order to facilitate such trade has for its fundamental objects the 
promotion of uniformity in customs and usages, the inculcation of 
principles of justice and equity in trade, the facilitation of the speedy 
adjustment of business disputes, the dissemination of valuable com- 
mercial and economic information, and the securing to its members 
all the benefits of co-operation. 3 The exchange itself is not organ- 
ized for the making of money, and does not fix prices or make 
transactions in the trade as an organized body. It is merely instru- 
mental in affording a convenient market place, in regulating trade, 
and in disciplining the conduct of its members. Its members act 
on their own responsibility. They may do as much business as 
they like, provided they conform to the standards which the rules 
of the exchange prescribe for the regulation of the trade. 

II. The Regulation of Brokerage Transactions 

In the free buying and selling of our vast crops by thousands 
of middlemen, it is not at all surprising that many questionable 
practices should arise. Great importance should therefore be 
attached by all interests coming in contact with the market to the 
disciplinary rules which have been adopted for the regulation of 
brokerage transactions, and the maintenance by this means of a 
standard of commercial honor in the trade very much higher than 
would otherwise be the case. 

Practically all the exchanges have adopted similar rules in this 
respect. The greatest care is exercised in electing members to the 
exchange, and when elected, the new member obligates himself to 
abide by the constitution of the exchange and all subsequent amend- 
ments thereto. Expulsion is the penalty in case a member fails to 
comply with the terms of any business obligation or with the award 

"These fundamental objects of a produce exchange will be found enumerated 
in the constitution of every leading American exchange. 
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of any committee of arbitration; or in case he deals in differences 
in the fluctuations in the market or is connected with any bucket- 
shop. All orders must be executed in the open market and no 
customers' trades can be taken by members for their own account, 
either directly or indirectly, on pain of expulsion. Expulsion is 
also the penalty for making or reporting any false or fictitious pur- 
chase or sale, or for being guilty of bad faith, dishonorable mercan- 
tile conduct, or any attempt at extortion ; and when expelled no 
member may transact business upon the floor in his own name or 
through any broker or employe. No member is allowed, under any 
circumstances, to be both principal and agent in any transaction; 
nor may a member either by his own act or by the act of another 
member or broker be placed in the position of agent for both seller 
and buyer. In all trials the exchange possesses the power to call 
witnesses or to demand the papers of any firm connected with the 
case; and suspension is the penalty for failure to testify or produce 
the records. 

For the benefit of the trade the exchange regulates the inspec- 
tion, grading, weighing, storage and shipment of grain, the brok- 
erage charges for the various types of services rendered, and the 
deposits necessary to secure the fulfilment of time contracts. Trade 
committees are appointed for the several kinds of produce to decide 
disputes and interpret the usages prevailing in each. Weighers and 
inspectors are appointed and licensed, and agreements are frequently 
effected with warehousemen and transportation companies. The 
rights of the respective parties in the various kinds of contracts are 
minutely prescribed ; the settlement of such contracts is outlined in 
detail; and in case of insolvency, the method of procedure is 
carefully defined. And lastly, among the many other rules enforced, 
should be mentioned the practice of arbitrating all business disputes, 
quickly and cheaply, and with the understanding that purely tech- 
nical provisions should be no pretext for the avoidance of con- 
tractual obligations. So high is the standard of the decisions of 
the committees of arbitration that they are often given the force 
of law by the highest courts. 

III. Cash or Spot Market 

As regards the largest exchanges of the country, sales may be 
divided into two main classes, viz.: (i) "cash" or "spot" transac- 
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The Functions of Produce Exchanges 5 

tions, and (2) sales for future delivery, usually called "futures." 
The difference between these two types of transactions consists 
merely in the time when the title to the property changes. The 
"cash" transaction is a "sale" as soon as completed, while the 
"future" contract is defined as "a contract to buy, or a contract to 
sell at some definitely prescribed future time." It is common for 
the press and the public to attach undue prominence to the buying 
and selling for future delivery, and to overlook the fact that the 
original and basic object of the exchanges was to furnish a conven- 
ient meeting place for the buying and selling of "cash" grain, cotton 
and provisions, and that to-day an enormous volume of such cash 
business is transacted upon the "cash" tables which line the floor of 
every exchange. In fact, it is only the largest exchanges that afford 
a market for futures, while most of the smaller exchanges are known 
exclusively as cash markets. 

As regards this cash market it is not generally realized that 
the same contest of intelligence between buyer and seller takes place, 
the one striving for the lowest possible price and the other for the 
highest, as in the buying and selling of all other commodities. The 
great variety of business interests participating in this organized 
cash market, and its relative importance when compared to the 
market for futures is well brought out in President Carhart's article 
on "The New York Produce Exchange." 4 Moreover, the methods 
and contracts used in this market need no extended treatment 
here, the reader being referred to the article of Mr. Siebel Harris on 
"Methods of Marketing the Grain Crop." 5 Suffice it to say that 
the operation of brokers on an exchange floor are, as President 
Merrill, of the Chicago Board of Trade, points out, "not unlike in 
substance, an ordinary auction where the price that the article 
brings is determined by the demand of the bidders for the article 
being sold. But here the similarity stops, for commodities are dealt 
in upon the exchange floor which have a world market, whereas in 
the auction room the price obtained may be determined by the indi- 
vidual fancy or cupidity of the buyers." The Chicago Board of 
Trade, as he explains, "is nothing more or less than a great central 
market for the buying and selling of grain and produce. . . . 
It is simply a meeting place for buyers and sellers, an institution 



* See page 20C. 
5 See page 36. 
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maintained by nearly eighteen hundred brokers for the single advan- 
tage that thereby time and labor may be saved in the execution of 
orders to buy, or, sell grain, or provisions. It is not contended that 
it would not be possible to market grain if every exchange were 
closed, any more than it would follow that the world would be in 
darkness if lighting by electricity had never been discovered, or 
that business could not be transacted without the telephone, the 
telegraph or the typewriter. Even without the exchange a broker 
could sell a consignment of grain or provisions by traveling the 
length of South Water street, or communicating with several hun- 
dred millers or grain dealers throughout the country. But modern 
business, and particularly the business of marketing the grain and 
provisions of this country, has grown to too great proportions to 
permit of such an unwieldy and costly system." 

IV. The Buying and Selling of Futures 

No feature of our produce exchanges has met with so much 
adverse criticism as the buying and selling of produce "for future 
delivery," especially in view of the fact that such dealings are 
inseparably connected with the practice of "short-selling." In later 
sections of this paper it will be shown that the future contract and 
the short sale are essential for many reasons, and that the produce 
business of the country could not be conveniently conducted without 
their use. The object of this section, however, is merely to show 
in brief the manner in which this market for "futures" is organized. 

The financial page of any important daily newspaper will fur- 
nish a table of quotations for wheat, corn, oats, cotton, and coffee 
arranged by months. On October 10, 1910, the Chicago quotations 
for wheat were as follows: 

Wheat. Open. 

December 97% 

May 1.0354 

July 99 

This table shows that dealers on the Chicago Board of Trade 
were on this day selling wheat for future delivery in some desig- 
nated future month at an agreed price. In the case of "May 
Wheat" in the above table the dealer definitely agreed to sell a 
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The Functions of Produce Exchanges J 

certain quantity of "contract grade" wheat at $1.0454. This wheat 
the seller can deliver at any time between the first and last days of 
May, but when the last day of May arrives he must deliver the 
quantity sold at the price originally agreed. It will be noticed that 
May wheat is selling considerably higher than December wheat, and 
a moment's reflection will show that this should be the case because 
between December and May many charges have accumulated which 
must be included in the price. Thus, during this interval, the 
interest on the capital invested must be allowed for ; storage charges 
must be met according to the advertised rates of the elevators ; and 
insurance premiums must be paid. The dealer, in other words, 
must keep in mind all these accumulating charges, and they should 
be reflected in the price of wheat sold for delivery in May, as com- 
pared with the price of the same wheat when sold for December 
delivery. But it will be asked, why should July (1911) wheat be 
sold at 99;Hsc., when May wheat, representing an earlier month, 
sells on the same day at $1.04 Y\ ? Here it must be remembered that 
these prices, besides including the expense items just mentioned, 
must also reflect the discounting process which speculators always 
have in mind when selling grain for future delivery. Consequently, 
we find dealers on October 10, 1910, selling wheat for delivery in 
July, 191 1, and in doing so they are already looking towards next 
year's crop, which begins to come on the market in July, whereas 
May wheat has reference to the old crop harvested in 1910. Many, 
if not most of the dealers selling this wheat for future delivery 
probably do not possess the grain but are selling short, i. e., are 
selling something which they do not now possess, expecting, how- 
ever, when May or July arrives, to go into the market and buy the 
same for delivery purposes. 

In selling for future delivery, unless the contrary is expressly 
stipulated, the contract calls for the delivery of "contract grain." 
On the Chicago Board of Trade this term comprises as regards 
wheat "No. 2 red winter," "No. r Northern spring" and "No. 2 
hard winter wheat." In other cities different requirements for 
contract grades exist, i. e., the contract grade is adapted to the 
necessities of the particular market. Thus, on the Minneapolis 
Chamber of Commerce, situated in the heart of the Northern spring 
wheat district, "No. 1 Northern spring" wheat constitutes the con- 
tract grade. In Duluth "No. 1 Northern spring" wheat constitutes 
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the contract grade, but "No. 2 Northern" may be delivered on 
contract at 5 cents per bushel under the price of the former. 
Again, on the New York Produce Exchange, where the market for 
grain is not nearly as large as in Chicago, a very much larger 
latitude is shown. The contract grades in this city comprise "No. 
2 red winter" and "No. 1 Northern spring" wheat, but "No. 2 
Northern spring" wheat may be delivered at a discount of 5 cents 
and "No. 3 hard winter" wheat at a discount of 7 cents. This latitude 
is permitted for the purpose of relieving short sellers from the 
requirement of delivering a particular grade when the "cornering" 
of that grade might make it impossible for them to purchase the 
same for delivery on their contracts. For the same reason the 
contract for future delivery used in the cotton and coffee markets 
permits the delivery of a large number of grades. 

It is also essential that both parties to a future contract should 
know that the agreement will be fulfilled at the time when the 
delivery is to be made. If a miller buys 10,000 bushels of wheat 
in October for delivery next July it is only reasonable that he should 
have some security which will protect him against failure on the 
part of the seller to deliver this quantity in the specified month. 
Similarly, the seller should be in a position to demand security 
from the miller so that he may rely upon the buyer's financial ability 
to take the wheat at the contract price when the time arrives 
for delivery. 

With a view to protecting both parties to the contract the rules 
of our exchanges authorize both buyer and seller to ask of each 
other the deposit of a margin equivalent to 10 per cent of the market 
price, this margin to be increased or decreased by each party accord- 
ing to fluctuations in the market. Each party has a lien on this 
margin and in case of non-fulfilment of the contract the deposit 
becomes available so that, in view of the original market price, the 
contract may be liquidated without loss to the party not at fault. 
These deposits are made in accordance with the rules of the ex- 
change and can be left either with some official of the exchange, 
designated for that purpose, or with some bank approved by the 
exchange. 
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V. Exchange Regulations Facilitating Trade Operations in 
the "Cash" and "Future" Markets 

The value of exchange rules supervising the conduct of mem- 
bers has already been referred to. But special reference should be 
made to the supervision of exchanges over the inspection, grading, 
weighing and storing of produce, and the issuance of "general 
warehouse receipts" to represent title to the same. Such super- 
vision is of the utmost importance to the proper operation of large 
"cash" and "future" markets. By virtue of this efficient supervision, 
as stated by President Merrill, of the Chicago Board of Trade: 
"both the buyer and the seller are guaranteed a square deal, both as 
to the quantity and quality of the grain which changes title." 

As H. C. Emery states in his "Speculation on the Stock and 
Produce Exchanges of the United States" : "It was only with the 
development of the warrant and grading system that the real 
'future' became possible." The first "warrant" or "warehouse re- 
ceipt" to develop was a special receipt which represented a specific 
let of produce, but, since no general grading system existed, this 
receipt was not adapted for the making of sales for forward 
delivery. It was in the metal market that a "general receipt," which 
represented not a particular lot deposited in some designated place 
but, instead, any lot of a given amount and grade, was first used. 
Such general receipts were the result of a thorough system of 
inspection and grading which made possible the storing of any 
amount of a given commodity of a given grade in bulk. Identifica- 
tion of particular "lots" now became unnecessary. Numerous lots 
of the same grade, although owned by different persons, could be 
stored in bulk and taken out later on the representation of general 
receipts issued at the time when the commodity was deposited. In 
the meantime, however, while the commodity was stored in bulk, 
title to its ownership could be readily transferred from hand to 
hand, the receipt being transferable by endorsement without the 
actual transfer of the goods represented. In the grain, cotton and 
coffee markets such general receipts became the rule after i860. As 
Mr. Emery well explains: "With the enormous storings of grain 
in bulk, however, the difficulties of delivering at any moment the 
actual wheat deposited on a warrant became increasingly great. 
Consequently a change was made to the system of general receipts. 
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Grain received by the railroad or the warehouse was properly 
graded and classified, and all the grain of the same grade was 
stored in bulk without regard to particular lots. A delivery of the 
receipt constituted a fulfilment of a contract, and, in fact, the 
receipts themselves might be considered the commodity bought and 
sold since they were receipts to receive a certain amount of the 
given grade on demand." 

To make possible such convenient transfers of property from 
buyer to seller it is essential that all the factors preliminary to the 
issuance of such general receipts should be thoroughly supervised, 
so that the genuineness of their face value will go unquestioned. 
This the exchanges are instrumental in doing. The system of 
inspection, grading and weighing, which they have adopted with 
the assistance of the several state governments, has reached the 
highest standards. Next, the rules of the exchange look to the 
supervision of the storage of grain in the great collecting and dis- 
tributing centers. According to the Chicago Board of Trade, for 
example, the owner of an elevator, whose holdings of grain can 
be delivered on contracts made on its floor, must be of unquestioned 
financial standing, and his books are subject to examination by the 
properly constituted committee of the exchange as often as is 
deemed advisable. The elevator must be of the most improved 
character. It must be properly situated and must have proper 
connection with steamboat lines and trunk lines. The reasons for 
these requirements are apparent, because when grain is sold for 
future delivery on an exchange, it is essential that the buyer should 
know that when the grain is delivered it will not be stored in a 
location which will put the buyer to any disadvantage. If an 
elevator complies with all these requirements, the rules of the 
Chicago Board of Trade designate it as "regular"; and it is only 
grain located in regular elevators which is available for delivery 
on future contracts made on its floor. 

Having carefully supervised the inspection, weighing, grading 
and storing of the grain, it is now possible to store the enormous 
consignments of particular grades of grain in bulk, and permit the 
elevator companies to issue general receipts to the owners of this 
grain, provided that these receipts are so carefully drawn as to be 
readily transferable upon sale or acceptable as collateral. Here, 
again, the exchanges exercise a supervisory influence in prescribing 
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the torm such receipts must take. All receipts issued by a given 
firm from any one of its elevators must be consecutively numbered, 
and are good only for one year. The receipt is dated and gives the 
name of the company issuing it, the name of the elevator, the quan- 
tity of the grain represented, the particular grade of the grain, and 
also certain stipulations limiting the liability of the company, espe- 
cially with reference to loss by fire or heating. The receipt is subject 
to the regular advertised storage charges, and stipulates that the 
grain represented will be delivered only upon surrender of the 
receipt and the payment of accumulated charges. It is 
signed and countersigned by certain officers of the company, is in 
nearly all cases negotiable, and, if issued by an approved elevator, 
is acceptable as a delivery on exchange contracts. 

VI. Exchanges Give the Quality of Mobility to Produce 

The delivery of warehouse receipts on exchange contracts 
gives to the grain, cotton and produce they represent the same 
quality of mobility, for purposes of sale or deposit as collateral, 
as is given to corporate property represented by stocks and 
bonds listed on our stock exchanges. If it were not for organized 
markets and the existence of warehouse receipts' the vast quan- 
tity of produce lying in warehouses and elevators, aggregating 
hundreds of millions of dollars, would not be available for business 
purposes except in a very crude way. If the holders of such pro- 
duce wished to borrow against it, it would be necessary each time 
to have the creditor see and inspect the same; and every such 
inspection would necessitate great inconvenience and unnecessary 
delay and expense. 

At present the greater part of the country's enormous crops 
is purchased from the farmer by warehouse and elevator men 
during the three or four months of the crop moving season, and 
is then gradually sold to the consuming public during the balance 
of the year. The farmers, as a rule, demand immediate cash pay- 
ment, although the grain dumped on the market greatly exceeds 
the current demand. This accumulation of grain in elevators and 
warehouses, the grain being paid for as soon as it leaves the 
farmers' hands, requires the expenditure of hundreds of thousands 
of dollars in excess of the available capital of the buyers, this in 
turn necessitating on their part extensive borrowing from bankers 
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against so-called "grain paper.'' If grain buyers could not borrow 
against their purchases, it would mean that upon buying a con- 
signment of grain, they would have to transport the same with a 
view to selling it in another market and wait for the proceeds of 
the sale before making a new purchase. This might necessitate 
several weeks' delay. Since their business is a highly competitive 
one, depending upon the making of a small profit, averaging about 
one per cent on the present value, such delay would make the 
grain buyers' business not only an unprofitable one but would 
greatly handicap them in getting their share of the grain within the 
three or four months of the crop moving season. To make the 
grain buying business profitable, it is necessary for the buyers to 
transact the business on credit, and it is estimated that approxi- 
mately nine-tenths of the country's grain and cotton crop is 
originally purchased with borrowed funds. 

The ease with which grain buyers under present conditions 
avail themselves of bankers' credits may be briefly illustrated. Let 
us assume a grain buyer to be the possessor of $100,000 of capital 
for the buying of grain, and that the price during a given period 
continues to be $1.00 per bushel. He buys 100,000 bushels of 
wheat with the intention of forwarding it to the East for sale. To 
do this will require several weeks, and possibly he may find it 
desirable or necessary to hold this grain for several months before 
disposing of the same. Yet the nature of his business demands 
that he liberate his capital for new purchases long before he sells 
his present holdings. He proceeds to do this by having his 100,000 
bushels of wheat inspected, graded, and represented by a ware- 
house receipt or a bill of lading. He also has the same insured 
in a reputable fire insurance company against loss by fire, and 
"hedged" on some exchange against loss from a decline in price. 
Then he will take the grain paper, representing his 100,000 bushels, 
and the fire insurance policy to his banker as collateral security for 
a loan, and the banker will grant a loan against this grain to the 
extent of about ninety per cent of its value or $90,000 according to 
our assumption. If the banker knows that the grain is hedged, he 
will know that his risk is greatly reduced, as will be shown in a 
later section of this paper. 

With wheat remaining at $1.00 per bushel, our grain buyer 
may immediately purchase another 90,000 bushels, again have the 
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same inspected, graded, hedged, insured against fire, and repre- 
sented by receipts. These receipts may again be offered as col- 
lateral for a new loan of ninety per cent of the value of the last lot 
of 90,000 bushels, or $81,000. With this new credit, the buyer may 
immediately purchase 81,000 bushels of grain, again have the same 
inspected, graded, hedged, insured, and represented by receipts, 
again make a new loan for ninety per cent of its value, purchase 
immediately another lot of grain, and continue this operation until 
his original capital has been entirely, or almost entirely, absorbed 
in margins. Beginning with only $100,000 capital, this grain buyer 
has been enabled, through the ease with which grain can be ren- 
dered mobile under present conditions, to do a business seven or 
eight times as large as would be possible under other conditions, 
and his profits are correspondingly greater. The farmer, on the 
other hand, has been benefited in that he may dispose of his 
entire crop within a short time, and on a cash basis, irrespective 
of the immediate demands of the consuming world. When the 
grain buyer is ready to begin selling his grain, he will usually sell 
that lot upon which there is no lien, or which may have been pur- 
chased with funds secured on his own notes. Realizing from the 
proceeds of this sale, he will redeem his loans, gradually releasing 
one group of collateral after another, thus enabling him to con- 
tinue selling wheat until he has it all sold. 

VII. Exchanges Furnish a Continuous Market 

But, it will be asked, why do bankers lend so extensively on 
grain paper when they know that the price of the grain held as 
collateral may decline in a week or two by much more than the 
ten per cent margin ? The answer is that they do so partly because 
the grain may be hedged against such price fluctuations, and also 
because they know that grain always has a ready market on our 
produce exchanges, thus affording them ample opportunity at any 
time, if they deem it necessary, to sell the grain held as collateral 
before the margin of ten per cent on the loan is exhausted. Dur- 
ing every hour of every business day, there is always present on 
our produce exchanges a group of brokers and speculators always 
ready to buy and sell, and so numerous as to furnish a continuous 
market where in the course of a few minutes and with the sacri- 
fice of only a small amount in the price, hundreds of thousands of 

(331) 



14 The Annals of the American Academy 

bushels of grain may be either bought or sold. This continuous fea- 
ture of large produce markets serves as a means of insurance to 
farmers, bankers, grain dealers, speculators and manufacturers in 
so far that it gives positive assurance to all holders of grain, cotton 
and produce that, in case of necessity, they can, at a moment's 
notice, by selling it at approximately the prevailing price, con- 
vert that produce into cash. 

The existence of such continuous markets is greatly facilitated 
by the presence of a group of speculators who are willing to buy 
any supply that may be offered, because in their judgment a profit 
will be derived by selling it at a future time. The advantage of 
such continuous buying to the banker has just been explained; and 
its absolute necessity to all who wish to hedge their holdings of 
produce will be explained shortly. But a continuous market 
throughout the year and at reasonably steady prices is also essential 
to the farmer. As stated, farmers realize upon the larger part of 
their crops shortly after harvest, and were it not for the large 
group of buyers who are always willing to take the grain with a 
view to storing it and selling it for future delivery, it would neces- 
sarily follow that prices would fall extremely low at harvest and 
rise unduly just before harvest. Mr. Merrill, President of the 
Chicago Board of Trade, suggests that "the testimony of all large 
grain merchants is that formerly the price of handling grain 
averaged six, eight and ten cents a bushel, as compared with an 
average of a two cent margin at the present time." Or it may 
happen, as Mr. Merrill explains, that "the farmer may have his 
crop still in the ground or he may have it upon his farm awaiting 
a time when the roads are in condition to bring it to market, or he 
may have it stored in an elevator at his own expense waiting for 
a better price — yet in each of these cases he can, and usually does, 
dispose of his surplus crops by selling them through a broker upon 
some board of trade for delivery at a future time." 

VIII. The Continuous Market in Futures as a Means of 

Insurance to Manufacturers Against Loss of 

Trade Profits 

In much the same way, the miller or manufacturer finds a 
continuous market of the greatest service. He may receive an 
order to deliver 5,000 barrels of flour five months from date at a 
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stipulated price, and not having the wheat on hand wishes to know 
if he can safely accept the contract. Or his elevator capacity being 
small, he might desire to make sure of a regular supply of wheat 
from month to month, and at prices which will be profitable, to 
keep his mill working to full capacity. Without a continuous 
market in futures, this miller would be unable to secure his supply 
months in advance and at definite prices, and every order for the 
future delivery of flour would be a speculation, unless he actually 
held the necessary wheat at the time the contract is accepted. 

The purchase of grain and its storage prior to the acceptance 
of orders for the future delivery of flour, however, is entirely 
unnecessary under present conditions. Suppose that in July 
a miller receives an order for 5,000 barrels of flour to be delivered 
within five months (i.e. in 'November) at say $6.50 per barrel. 
As soon as he receives this order, and let us assume that he must 
acknowledge its acceptance or rejection immediately, he can at once 
communicate with his broker to ascertain the present price of wheat 
to be delivered to him, say in the month of October, or in any 
other month which may suit his convenience. Since the market 
in futures is a continuous one, he will always find it possible to 
buy the necessary amount of wheat at a stipulated price. As soon 
as he is informed of the price at which wheat, deliverable in 
October, is selling, he can at once determine whether this price 
will enable him to manufacture flour profitably at $6.50 per barrel. 
If he finds the price of wheat satisfactory, he can at once accept 
the contract for the delivery of the flour in November, at the same 
time giving his order for the purchase of the requisite amount 
of October wheat at the prevailing price. Having concluded the 
two orders, the miller is absolutely certain of his trade profit, irre- 
spective of future fluctuations in prices. 

A rise of thirty cents per bushel would more than have wiped 
out his trade profit had he accepted the order without at once 
purchasing wheat. This contingency, however, is now eliminated 
because he has a definite promise to receive the wheat according 
to the terms of his future contract, the fulfilment of which promise 
he can secure by a deposit of a margin as already explained. On 
the other hand, if the price of wheat declines, it may be argued, 
he would have been better off if he had not purchased the wheat 
for future delivery. But the miller entered the speculative market 
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with a view to avoiding speculation. He is after a milling profit 
only and wishes to run no chances. Having contracted for the 
future delivery of the flour, he uses the exchange market to buy a 
corresponding amount of wheat for future delivery at the desired 
time. The advantage which he would have had, in case wheat 
declines, in not having purchased in advance, he regards as an 
insurance premium for the safety secured, just as the manufac- 
turer is willing to pay a premium to an insurance company to 
relieve himself of the danger of fire, although no fire may occur. 
What has been explained here for the miller, may also be explained 
for the maker of cotton goods and many other classes of manu- 
facturers. They buy in advance on exchange markets at definite 
prices, also accepting contracts for the future delivery of the 
finished product at definite prices, and are therefore assured of 
reasonable profits. They have eliminated all gamble by resorting 
to the speculative market, the burden of risk having been thrown 
upon those whose business it is to assume speculative risks. 

IX. Produce Exchanges are Clearing Houses of Information 

Produce exchanges also serve as a world's clearing house for 
trade and crop information, and in this respect render an invaluable 
service to producer, middleman and consumer. All our leading 
crops are produced over such large areas that few individuals have 
it in their power to keep in daily touch with current crop and trade 
events except it be in their own particular locality. The prices of 
nearly all leading cereals are determined by national or world-wide 
conditions, and the favorable or unfavorable condition of a crop 
in one locality or country may be so outweighed by the opposite 
condition elsewhere as to render worthless a price quotation based 
upon local evidence. 

To-day, however, all the leading produce exchanges are in 
constant touch with crop conditions, weather reports, the movements 
of grain, changes in freight rates, the rate of consumption, 
economic legislation, political complications, etc. ; and all this infor- 
mation as currently received is given immediate expression in the 
form of purchases and sales at prices which are immediately trans- 
mitted by wire to all the trade centers, and soon made available to 
the general public by the daily press. Communication by wire and 
the ticker has connected the world's exchange markets so as to 
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make them practically one. Only a few minutes will serve to place 
the leading foreign exchanges and such important American mar- 
kets as those at Chicago, New York, Minneapolis, Duluth, St. Louis, 
Kansas City and Toledo in possession of each other's quotations. 
All the leading exchanges spend thousands of dollars for the prompt 
acquisition of information. This information covers a very wide 
range and relates to the size and quality of the growing crops here 
and abroad, daily changes in the weather, etc., affecting the crops, 
the volume of sales and the price, the arrival and shipment of car- 
goes in leading markets and foreign centers, and the "visible supply" 
here and abroad. 

The value of this prompt and elaborate collection of trade 
information is fourfold, viz.: 

(i) It makes possible the discounting of the future, 
i. e., it enables dealers and speculators to exercise their best judg- 
ment at once in the form of actual transactions, and thus to reflect 
this current information in the quotations long before it would 
otherwise be impressed upon the general public. Thus, the effect 
of a short or bumper crop upon prices is reflected, i. e., discounted, 
weeks in advance. The United States Government publishes 
monthly elaborate crop reports which are given the widest circula- 
tion, but it generally happens that these reports cause scarcely a 
ripple in the market. Dealers have ascertained the condition of 
the crop long in advance of the government's report, and when the 
good or bad news becomes common property its effect is apparently 
lost. The news has already been discounted, and the market has 
already gradually adjusted itself to a lower or higher level in 
accordance with the gradual improvement or deterioration of crop 
conditions. Mr. H. C. Emery states the matter well when, in 
referring to speculation on our exchanges, he writes : "With this 
body of keen experts striving by the use of private wires, special 
agents and every other means, to discover and foresee every other 
event bearing on values, speculation has been well defined as the 
struggle of the well-equipped intelligence against the rough power 
of chance." 

(2) It steadies prices. The daily discounting of current 
events makes unnecessary, except in rare instances where manipula- 
tion has interfered with the smooth working of the organized 
market, a sudden decline or rise in price upon the wide publication 
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of events which have been slowly developing. An elaborate statisv 
tical compilation of prices covering a period of 40 years, one-half 
of this period ante-dating dealings on exchanges and the other half 
following the introduction of such exchanges, shows clearly that 
the fluctuations in the price which the farmer received for his grain 
or cotton was not nearly so great during the twenty years when 
exchange markets were in operation as it was prior to the existence 
of exchanges. As will be explained later, the middlemen who 
handle the crops use the speculative market to eliminate the risk 
of price fluctuations by unloading that risk upon a group of specula- 
tors instead of on the producer, and can thus give the farmer the 
best price. In fact, the prices prevailing during the crop-moving 
months, as illustrated by this statistical investigation, seem so 
unusually high when compared with the prices of succeeding 
months, that it is difficult to see how the speculative contingent in 
the market realized much of a profit. 

Without organized exchanges for the immediate discounting of 
information, the individual producer would find himself in a most 
defenceless position, unable to know the fair value of his crop from 
day to day. In this respect the produce exchanges serve the pro- 
ducer in the same way that the stock exchanges benefit the holder 
of securities. As stated in my article on "The Scope and Functions 
of the Stock Market" 7 : "Without an organized market the farmer 
would not know the price of his grain from day to day, because 
transactions, if private, would not be recorded, might be designed 
to mislead, and certainly would not be representative of the general 
judgment. He would be exposed to a hundred times the fraud of 
to-day. He could be easily misled by unscrupulous counsellors into 
selling his produce far below its fair value. . . . To-day, how- 
ever, every newspaper of any importance in the country gives daily 
produce quotations for the day before, and the holder cannot be 
deceived as to the price. These quotations reflect the average 
combined judgment of many minds, which is given concrete 
expression in actual transactions on the floor of the exchange. 
Through the widespread publicity of such quotations the world 
over, the holders of grain are given gratis the combined opinion of 

"See Volume VI of the United States Industrial Commission, 1900. 

'See Annals of the American Academy of Political and Social Science, May, 
1910. This quotation has been modified slightly in order to make it applicable 
to produce exchanges. 
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the most competent dealers as to the value of that grain at present 
and its prospective value in the future. Since these dealers have in 
mind the future rather than the present, their initiative in making 
purchases and sales will tend to discount the effects of coming 
events. The holder of the grain, if he be a thinking and observing 
man, is free to disregard these quotations if he chooses ; but if their 
trend is pronounced they may serve as a guide by which he may 
regulate his own action relative to the holding or selling of his 
produce." 

The tendency towards steadying price movements and obviating 
numerous extreme fluctuations is also facilitated by the operations 
of the bear crowd. The bear in this respect, again serves the same 
purpose as in the security market, although in a number of other 
respects, as will be shown later, he is a much more necessary factor 
in the produce market than in the security market. In the article, 
just referred to, it was explained that 8 : "Short-selling in the pro- 
duce market is often of the greatest benefit in repressing rampant 
speculative enthusiasm on the one hand, and in checking the effect 
on prices of excessive pessimism on the other. Short sellers do not 
determine prices. By selling they simply express their judgment 
as to what prices will be in the future. If their judgment is wrong 
they will suffer the penalty of being obliged to go into the market 
and buy the commodity at higher prices. Nine-tenths of the people 
are by nature 'bulls,' and the higher prices go, the more optimistic 
and elated they become. If it were not for the group of short 
sellers, who resist an excessive inflation, it would be much easier 
than now to raise prices through the roof ; and then, when the 
inflation became apparent to all, the descent would be abrupt and 
likely unchecked until the basement was reached. The operations 
of the 'bear,' however, make excessive inflation extremely expen- 
sive, and similarly tend to prevent a violent smash, because, the 
bear to realize his profits, must become a buyer when he covers. 
. . . Short-selling, instead of unduly depressing prices as many 
would have us believe is often the most powerful support which the 
market possesses. It is an ordinary affair to read in the press that 
the market is sustained or put up at the expense of the 'shorts' who, 
having contracted to deliver at a certain price can frequently be 

8 Annals, May, 1910. The following quotation has also been altered slightly 
to correspond to the conditions of the produce market. 
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driven to 'cover.' Short-selling is thus a beneficial factor in steady- 
ing prices and obviating extreme fluctuations. Largely through its 
action, the discounting of serious and unfavorable events does not 
take the form of a sudden shock or convulsion, but, instead, is 
spread out over a period of time, giving the actual holder of produce 
ample time to observe the situation and limit his loss before ruin 
results. The constant contest between the judgments of the bulls 
and the bears is sure to give a much saner and truer level of prices 
than could otherwise exist. 'No other means,' reports the Hughes' 
committee, 'of restraining unwarranted marking up and down of 
prices has been suggested to us'. " 

(3) It helps to regulate the rate at which the year's 
crop is consumed. The modern grain and cotton markets are so 
organized to-day that the distributing interests in the trade are 
constantly informed as to the "visible supply" on hand, which may 
be defined as representing all grain, or any kind of given produce, 
which is stored in warehouses, elevators, cars or boats, and which 
is available for purchase. It is a well recognized fact that the 
exchange quotations for contracts which call for delivery in the 
new crop months depend not entirely on the prospects of the new 
crop, but are vitally influenced by the smallness or largeness, as 
compared with previous years, of the old crop yet unsold, as 
reflected by the "visible supply," or by statistics relating to holdings 
which have not yet left the producers' hands. 

Owing to the fact that warehouses and elevators in all the 
important distributing centers are regulated by law or by the rules 
of the local board of trade, or both, it is possible to collect data 
periodically as to the holdings of grain. These statistics are pub- 
lished regularly in the form of visible supply tables. The United 
States Government Crop Reporter publishes such tables for this 
country and foreign markets. Many of the exchanges collect and 
publish full tables of this kind, and Bradstreet's Mercantile Agency 
issues weekly a comprehensive table for various kinds of grain and 
for approximately seventy cities. Such tables not only enable pros- 
pective purchasers to know just where they may look for marketable 
grain, but also makes it possible for dealers to judge the amount of 
available grain in the market throughout the country; and, when 
viewed in connection with similar statistics of former years will 
serve as a guide in fixing the price, and by doing this exert an effec- 
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tive influence in regulating the consumption of the crop. If the visible 
supply, considered in connection with the known stocks of grain 
still in the farmers' hands, is unusually low as compared with the 
same supply a year ago, it is likely under normal conditions, Jhat 
the price will be bid up and consumption decrease, and if 
unusually high it may be expected that prices will decline and con- 
sumption increase. In this way the movement of prices will 
indirectly benefit the community by regulating consumption so that 
each year's crop, whether large or small, just happens to meet the 
needs of the consuming world. 

(4) It serves to level prices between different markets. 
Reference is had here to the practice of "arbitraging" between 
markets. Arbitraging may be defined as the making of two trans- 
actions, one a purchase and the other a sale, in different markets 
or in the same market between two different subjects of trade, 
at about the same time with a view to shaving a profit because the 
price in the one market, or the one subject of trade, is lower than 
in the other. It is apparent that this practice is made possible 
only by the quick transmission of quotations from one exchange 
to another and the existence of continuous markets so large that 
the purchase in the one market and the sale in the other can be 
immediately executed. Promptness in knowing and acting is the 
essence of an arbitrage transaction, and the writer has been told 
of instances where just a few seconds sufficed to make two deals 
on separate exchanges located in different cities. It should be added 
that arbitraging also depends upon the existence of the short sale. 

Several methods of arbitraging can be used in the produce 
market. In the first place, if the arbitrageur knows that wheat is 
selling lower in Minneapolis than Chicago by an amount greater 
than he thinks ought to be the case, in view of transportation and 
other charges, he can use the low market for making an actual 
purchase of wheat, and at the same time use the high market to 
sell short an equal amount for future delivery during some con- 
venient month. He may then transport the wheat from the low 
market to the high market and deliver the same in fulfilment of his 
short sale. No speculative risk is apparent in this deal. Just as 
soon as the purchase and sale were executed, and both were made 
at a definite price, the arbitrageur knows his profit, assuming that 
he knows the cost of conveying and delivering the actual grain, and 
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that this cost together with his expenses is less than the difference 
between the two prices at which he made his transactions. Again, 
it may happen that at a given time the quotations for wheat on 
the Minneapolis Chamber of Commerce and the Chicago Board of 
Trade may be "out of line," i. e. the difference between the two 
prices may be an unnatural one in view of the cost of transportation 
and handling which must be taken into account in moving grain 
from the one city to the other. In that case the arbitrageur, feel- 
ing sure that this unnatural difference must soon right itself, may 
buy a future in the low market, selling the same amount short 
for future delivery in the high market. Then, if the two prices come 
together, he can close out both of these transactions, and net as a 
profit the amount represented by the extent that the two prices have 
come together minus, of course, all expenses. Both transactions 
in the two markets were, in this case, purely speculative, and no 
grain was actually transported and delivered. Unlike the first case, 
the arbitrageur in this instance assumed a speculative risk because, 
if the prices had not come together or had widened still 
further, he would have suffered a loss. Moreover, the arbitrageur's 
opinion may have no reference whatever to the mere highness or 
lowness of the price; instead it is concerned with the difference 
between the two prices, irrespective of the general price level, 
because this may move up and down in the two markets without 
causing him a loss, provided the difference between the two prices 
does not widen. 

A brief illustration may make this method of arbitraging 
clearer. Thus let us assume that on a given day in June the price 
of September wheat on the Minneapolis Chamber of Commerce 
is $1.00 per bushel, and the price on the Chicago Board of Trade 
for the same wheat is $1.04, and that an arbitrageur considers this 
difference of four cents too large and anticipates a coming together 
of the two prices. Accordingly he buys on a future contract in 
Minneapolis and sells short in Chicago at the prices indicated. Let 
us now suppose that in the course of a week the Minneapolis price 
rises to $1.04 and the Chicago price to $1.07^, and that the 
arbitrageur closes his transactions at these prices. By closing out 
his purchase in Minneapolis by a sale at $1.04 he makes 4 cents ; and 
by covering his short sale at Chicago by a purchase at $1.07^ he 
loses 3^ cents, thus clearing a gross profit of }4 cent, ignoring 
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expenses, or an amount measured by the extent that the two 
prices came together. No matter what the fluctuations in the 
general price level of the two markets may be he will realize a 
profit from his transactions, provided the original difference of 4 
cents between the prices is diminished. 

In a manner similar to that just explained a person may 
arbitrage between two monthly delivery periods, such as Septem- 
ber wheat and October wheat, by buying the low and selling the 
high, and reaping a profit depending again upon the extent that 
the two prices come together. The same practice may also be 
extended to two different grades of the same kind of grain, or to 
two different kinds of grain closely related to each other in so 
far as their use is concerned, if any unnatural difference in the 
prices is detected. Of course these arbitrageurs are after a profit, 
the "eights," which they seek to "shave" out of such deals. They 
serve, however, to bring the markets to a common level. Their 
very action- — purchasing in the low market and selling in the high 
market— will itself tend to raise the one and lower the other, until 
the point is reached where the difference in the price prevailing in 
the two markets will again reflect the real commercial difference, 
representing cost of transportation, etc., between the two markets, 
that should really exist. Through their constant watchfulness all 
leading markets are kept "in line" with one another. Grain, like 
water, will seek its level. It will move from the center where it is 
plentiful to where it is not plentiful. Instead of chaos we are 
given a harmonious relationship between different markets between 
grades, between the several monthly delivery periods, and even 
between different kinds of grain. 

X. Hedging 

It has already been explained that large produce exchanges 
give to producers and middlemen the benefits of insurance, (1) in 
furnishing a continuous market at all times where holders of grain 
or produce may immediately convert the same into cash, and 
(2) by enabling manufacturers to protect their trade profits by con- 
tracting for the future delivery of produce at definite prices. But 
of equal or even greater importance to the business community than 
the buying of produce for actual delivery at some desired 
future time is the common practice, adopted by all leading interests 
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in the grain, cotton and in provision markets, of "hedging" against 
loss through fluctuations in prices. This important function of 
organized exchanges, it should again be remembered, is made 
possible only through the existence, on the one hand, of the "future" 
contract and "short selling," and, on the other, of a speculative 
class operating in a large continuous market. 

Hedging may be defined as the practice of making two contracts 
at about the same time of an opposite, though corresponding nature, 
the one in the trade market, and the other in the speculative market. 
A purchase in the actual grain market of a certain amount of 
grain at a certain price is promptly offset by a short sale in the 
speculative market on some large exchange of the same amount of 
grain for some convenient future month's delivery, with a view to 
cancelling any losses that might result from fluctuations in price. As 
soon, however, as the trade transaction is terminated by a sale, the 
speculative short sale must also be terminated, i. e. covered, by 
a purchase on the exchange. Both contracts are enterd into at 
about the same time, and both must be terminated at about the 
same time if the hedger wishes to avoid speculation. 

In explaining this process of hedging let us consider the needs 
of a grain dealer, who, for example, purchases 100,000 bushels of 
wheat in August at $1.00 a bushel; and who, as is a customary 
practice, has made this purchase with borrowed funds to the extent 
of 90 per cent of the purchase price, the banker holding the grain 
paper as collateral for the loan. The banker is protected because he 
knows that at any time he can, owing to the existence of a large 
continuous market, sell out the buyer. But what shall we say 
of the grain dealer's risk? Is he not running a tremendous risk by 
buying so much wheat on a 10 per cent margin when in the course of 
a week or two, owing to world wide conditions over which he has 
no control, wheat may decline from 10 to 20 cents per bushel? If 
there were not some way in which he can insure himself against 
such a contingency it would be doubtful if our large elevator 
companies could remain in business for any length of time, 
especially with their trade profit, under present competitive con- 
ditions, limited to one or two cents per bushel. In fact the lead- 
ing interests in the grain business have testified before Govern- 
ment Committees that hedging is absolutely necessary to enable 
them to continue in business, and here it may be repeated that a 
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hedging operation cannot be conducted without executing a 
short sale. 

Now just as soon as this grain dealer purchases the wheat in 
the actual wheat market he at once gives an order to sell short on 
some exchange an equal amount in the speculative market for, let 
us say, September delivery. These two transactions are entirely 
distinct. The grain dealer does not intend to deliver the wheat he 
actually holds in fulfilment of this short sale. Now let us suppose 
that wheat rises to $1.10 per bushel. In that case he has a profit 
of 10 cents per bushel on the wheat he owns, since he purchased 
it at $1.00. But, as we have seen, the price of wheat is a world 
price made such by the operation of arbitrageurs, and there is 
every reason to believe that if the price of cash wheat rises 10 
cents a bushel the September option will also have a rise of 10 
cents, or approximately that amount. Since the grain dealer sold 
short an equal amount in the speculative market he suffers a loss on 
that transaction of 10 cents per bushel. The profit on his trade 
transaction is cancelled by his loss on the paper transaction. On 
the other hand, supposing that wheat declines 10 cents per bushel, 
the grain dealer loses 10 cents upon his trade wheat, but the 10 
cents lost here will be cancelled by the 10 cent rise on the short trans- 
action. In other words whether wheat should rise to $2.00 per bushel 
or decline to 50 cents a bushel, this dealer is always even as 
regards the given market. Whatever he makes by price fluctuations 
on the wheat he holds is lost on his paper transaction and vice versa. 
If, when September arrives, he finds that circumstances are such 
as to make it necessary or desirable to hold his wheat longer, he 
may close out his September short sale in the speculative market 
and at once enter into another sale for a later month. This shift- 
ing of hedging transactions from one month to another month is 
a very common practice, although where the party interested is not 
the holder of a seat on the exchange, it involves accumulating com- 
mission charges. 

The question will at once be asked, since the dealer is always 
even, how does he make his profit? Here we must distinguish 
clearly between the trade profit and the speculative profit. This 
grain dealer wishes to avoid speculative risks and therefore makes 
use of the speculative market for the purpose of hedging. His 
business consists in conveying his wheat, let us- say, from Chicago 
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to New York, and it is in the handling and the transportation of 
the grain from this market to another market that he expects to 
make a trade profit, which is the result of his knowledge of the busi- 
ness and his ability to render this particular service in competition 
with other dealers. If we consult the financial page of our news- 
paper, it will be noticed for example that while September wheat 
is selling in Chicago on a given day at 98 }4 cents per bushel the 
same wheat is selling in New York at $1.04^ <> r at a difference of 
6 cents a bushel. In all of the leading cities of the country, as 
already noticed, grain quotations on the same day will differ. But 
let us see what this difference of 6 cents includes. It will include, 
of course, transportation from Chicago to New York, cost of hand- 
ling, etc., but among all the other items represented by this dif- 
ference is the profit which those in the grain shipping business expect 
to make. They are in business to make this legitimate profit and 
it is reflected in the difference between the price in New York and 
the price prevailing at any leading distributing centers of the interior. 

Now let us assume that wheat, which in Chicago was selling 
at 98% cents and in New York at $1.04^4, declines 20 cents in 
Chicago, or to 78% cents. As regards the wheat in Chicago we 
have seen that the holder cannot lose because he has hedged. Now 
other things being equal, the price of grain all over the country 
goes up and down together, fluctuations on the Chicago Board of 
Trade for example being reflected in the New York market in the 
course of a few minutes. In other words a 20 cent decline in 
Chicago will be reflected in New York, and if wheat in Chicago drops 
to 78^ cents, the price in New York, under normal conditions, 
and in view of our illustration, will be 84% cents. Yet there is 
still the difference of 6 cents between the Chicago and New York 
quotations, and this difference still includes the trade profit. In 
other words the grain dealer by hedging has absolutely protected 
himself against speculative fluctuations, and, on the other hand, 
since the margin of difference between the quotations in different 
cities remains about the same he is still assured of his trade profit. 

The explanation given here will apply differently in different 
industries to meet the needs of those who wish to use the exchange 
for hedging purposes. Thus if a manufacturer wishes to buy cotton 
from a commission man before the cotton crop has matured, this 
dealer, although he may not own the cotton, may nevertheless sell 
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1,000 bales of cotton short for December delivery at, let us say, 
1 1 y 2 cents. He probably charged 1 1 y 2 cents because he knew that 
he could at once order his broker to buy 1,000 bales of cotton 
on the exchange at 11 cents a pound. He has thus added y 2 cent 
to the price as covering all necessary expenses and his trade profit. 
In this case it will be noticed that the hedging operation is the 
reverse of our previous illustration, the speculative transaction being 
a purchase and the trade transaction a short sale. Now when the 
time comes for the dealer to deliver this cotton the price, owing 
to a severe drought, may have risen to 16 cents per pound. When 
the time for delivery arrives he will go into the actual cotton market 
and buy 1,000 bales at 16 cents per pound, and, having sold it at 
11 y 2 cents per pound, he is out &,y 2 cents. But at the time when 
he buys the cotton in the real market for delivery he orders his 
broker to close his transaction on the exchange by a sale of the 
1,000 bales. Having bought on the exchange at 11 cents he now 
asks his broker to sell at 16 cents, and has a profit of 5 cents per 
pound. Having lost 4^ cents on the one transaction and made 5 
cents on the other he has his one-half cent profit. It should be stated 
again that whenever the dealer closes his transaction in the actual 
market he must at once also close the corresponding transaction in 
the speculative market. 

In the same way a manufacturer may be the holder of a large 
stock of finished cotton goods, or a miller of flour. He is unable 
to sell the goods and fears a decline in price. Possibly a large decline 
would compel him to sacrifice the greater part of his stock. Other 
things being equal, however, the price of the finished, goods and 
the raw material out of which they are manufactured, will rise 
and fall together. In that case the manufacturer may hedge by hold- 
ing the finished cloth or flour and selling short that amount of cotton 
or wheat which is necessary to make the goods he holds. Con- 
sequently if he loses on his finished goods because the price goes 
down, he will make about the equivalent amount on his short sale 
because cotton or wheat will also decline. Having sold short he 
will reap a profit on this sale, available at any time because of 
the existence of a continuous market. 

Even the farmers, who as a class, are usually loudest in their 
complaints of the operation of the exchanges, are among the 
greatest gainers through the practice of hedging. As Mr. C. L. 
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Griesemer recently pointed out in an article on "Scientific Hedging" : 
"Where the farmer wants to sell his crop all at once believing the 
present prices are too good to let get away from him, but has the 
grain all on his farm and asks for thirty days delivery or more, 
and the dealer who has been getting his business refuses to take it, 
unwilling to run the risk not knowing how to eliminate it, his com- 
petitor does, and by hedging shifts the risk to the speculator, assur- 
ing himself of the working profit which he is legitimately entitled 
to. Then again where a farmer is bullish, which seems to be a 
habit with most of them, he will haul it in early in the season and 
store it, sometimes paying storage but many times not. In some 
localities the man that refuses to store does not get very much 
grain to handle and the one that does would have something pretty 
large in the way of an elevator if he expected to hold all the grain 
and keep running. Instead of putting up a big structure that would 
never pay for itself, he keeps shipping that grain to market and 
as fast as it is sold protects himself and the farmers by taking on 
hedges. In this way he eliminates the shrinkage caused by drying 
and vermin and insurance and so forth that would result in case 
he kept the grain himself. 

"Even so, some one will say, even when hedged a spread is 
liable to wipe out your profit. That is true, but then in how many 
kinds of business is every deal absolutely sure to make a profit. 
The thing to do is to find the method that will be the most likely 
to show up a credit rather than a debit. If all the dealers could 
influence their customers to make business conditions perfect, 
hedging would not be necessary, but every business man has to deal 
with nature which although it has been working toward perfection, 
is still some distance from the end of this process of evolution." 

Were it not possible for large elevator companies and exporters 
to hedge their holdings of grain the farmer would be unable to 
dump his large crops, as at present, on the market within the 
three months of the crop moving season and receive cash therefor. 
No class of middlemen could be induced to take a year's harvest 
within so short a time and hold it for gradual distribution during 
the balance of the year ; and if any cared to be such reckless gam- 
blers it is doubtful if bankers would care to finance their operations. 
Without the hedging privilege elevator owners and grain dealers 
would be obliged to discount the enormous risk assumed in Buying 
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large quantities of grain, and, to be on the safe side, would have 
to make allowance for the worst contingency anticipated by offering 
the farmer a much smaller price for his grain than is now given. 
It is generally maintained by the leading interests in the market that 
without the hedging privilege farmers would get an average price 
at least 10 per cent less than that prevailing to-day. 

In insurance it is a well recognized principle that the sub- 
stitution of certainty for uncertainty reduces the cost of practically 
all commodities by diminishing that part of the cost of production 
which producers and distributors must necessarily set aside as a 
fund for protection against risk; and just as the assumption of the 
fire hazard by large insurance companies can be shown to benefit 
both producer and consumer, so in the grain and cotton business 
the assumption of the risk of loss through price fluctuations by a 
group of speculators can be shown to benefit both producer and 
consumer. The producer of grain is given the highest price since 
he is not compelled to protect the buyer against the risk of loss 
through a decline in price while the buyer is compelled to hold the 
grain ; and the consumer, likewise, and for the same reason, is given 
the lowest price. By throwing the burden of risk on the shoulders 
of a speculative class, grain dealers are assured a fair and legitimate 
trade profit, and, be it said, that in no class of commodities, known 
to the writer, is the margin of difference (for the middle-men) 
between the producer's price and the consumer's price so small as 
in those which are extensively dealt in on our large competitive 
exchange markets. Even the banker is vitally concerned in the 
additional safeguard which hedging gives to his loans on grain 
collateral. As pointed out in the recent report of the Commissioner 
of Corporations on "Cotton Exchanges": "This opportunity for 
hedging is, indeed, regarded by practically all cotton merchants as 
almost an absolute necessity in modern methods of conducting busi- 
ness. An idea of the value of the hedging function may be 
obtained when it is stated that in Great Britain banks very generally 
refuse to loan money on cotton which is not hedged. Moreover, it 
is almost universally conceded that, since the introduction of 
hedging, failures in the cotton trade, which had previously been 
frequent, have been materially reduced as the direct result of the 
greater stability with which transactions in spot cotton can be 
conducted." 
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Mr. David R. Forgan, president of the National City Bank 
of Chicago, recently made the statement that: "Warehouse receipts 
for grain, or anything else that finally becomes human food are, 
in my opinion, the best possible collateral for bank loans. I have 
seen the time more than once when high class stocks and bonds, 
and even government bonds, could not be readily sold, but I have 
never seen the time, nor do I ever expect to see it, when anything 
that has to be eaten could not be sold. The warehouse receipts 
therefore, above alluded to, constitute a collateral which is always 
available for the payment of debts. Furthermore, if the grain or 
provisions represented by warehouse receipts are already sold for 
future delivery, that fact adds a great element of strength to the loan, 
because there is a third party obligated to take the grain at a certain 
time for a given price. When I lived in Minneapolis I had the 
only unpleasant experience I have ever had in connection with the 
elevator business. A terminal elevator concern filled its elevators 
with wheat, and thinking that the market was likely to go up they 
did not 'hedge' it by selling for future delivery. In other words, 
they speculated on their wheat. The market, however, had a large 
and sudden drop, with the result that the elevator concern failed, 
and the bank with which I was connected made a loss. The present 
method, therefore, of carriers of grain or provisions selling them 
for future delivery is a highly satisfactory one to the banks whose 
money is loaned to the carriers. The sale for future delivery is 
the final link in the chain that makes such loans the best in the 
world." 

In its essence, therefore, hedging is insurance against a real 
and ever-present hazard in business. Each leading produce 
exchange, such as the Chicago Board of Trade or the Minne- 
apolis Chamber of Commerce, renders in this respect a function as 
legitimate and useful as our life and fire insurance companies; in 
fact they should be regarded as among the greatest insurance 
institutions in existence. Here a type of risk is underwritten so 
dangerous that no private insurance company has ever ventured to 
underwrite the same. For a holder of large amounts of grain 
and cotton not to enter the speculative market for hedging purposes 
is to be a speculator of the worst kind, yes a gambler. The risk 
of losing the customary small trade profit, and many times more 
than this, must be apparent when we reflect that each year's crop 
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is financed to 90 per cent of it value on borrowed funds, and that 
values often change within a week or two by many times the trade 
profit expected. The hazard is a dangerous one, and the chance of 
a heavy loss ratio many times greater than that connected with any 
other known form of insurance. 

Legislators, who each year so glibly introduce bills to prohibit 
short selling, and express themselves so eloquently against the evils 
of speculation, should bear in mind that the practice of hedging, for 
the reason mentioned, is now almost universal in the grain and cotton 
trade. Evils exist to be sure, and many complaints are even heard 
from hedgers themselves about the faulty character of the type of 
contract used on certain exchanges. Thousands of innocent 
"lambs," also, are shorn each year for participating in a business 
about which they are woefully ignorant and which they are best 
qualified to leave entirely alone. These facts are to be regretted, 
and it is hoped will be remedied or diminished in time. A close 
examination, however, will show that these evils are either local 
in character and may be changed, or are unnecessary accompani- 
ments to the operation of our organized markets as now constituted. 
They do not detract from the great functions of exchanges, and do 
not justify anything more than reform. 

When denouncing speculation, short selling and exchanges 
in general, let us bear in mind that dealers and exporters hedge 
nearly all their sales, and that manufacturers, likewise, do so 
extensively. Over 90 per cent of the grain in the large western 
centers is thus protected on the exchanges of Chicago, Kansas City, 
Minneapolis, and St. Louis. Fully 90 per cent of the cotton shipped 
to Liverpool is hedged there or in New York and New Orleans. 
Nothing is so common as to see references made to the fact that 
on the Chicago Board of Trade the entire wheat crop of the country 
is sold several times over in a single year, and that most of the 
transactions must therefore be fictitious since they do not involve 
the actual delivery of the grain. But this large volume of trans- 
actions need cause no surprise when we reflect that the same 
grain in passing from the farmer to the commission man, the 
elevator owner, exporter, and finally the miller, is sold against 
by each one of these interests. Many illustrations may be cited 
where the same grain, in passing from the farmer to the consumer, 
is hedged a half dozen times, and each hedging transaction involves 
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two deals, first a sale, and later a purchase. The volume of deal- 
ing on the Chicago Board of Trade is further increased by the com- 
mon practice of transferring hedges from one month's delivery 
period to another when convenience makes this desirable, and each 
such transfer involves another sale, and later, when covered, a 
purchase. Then, too, the Chicago market, because of its size, is used 
extensively for hedging purposes by all the leading grain centers 
of Europe, and, it is said, even of Argentina. 

XL Privileges 

"Privileges" afford another means of insurance, though of less 
importance in this respect than hedging. A "privilege" may be 
defined as a contract which gives the purchaser of the same the 
privilege of compelling the seller of the contract to deliver or to 
receive, as the case may be, a certain amount of produce at a cer- 
tain price and within a definitely prescribed time. Frequently such 
contracts are known as "options." They are to be distinguished 
from "futures" in so far that the terms of the future contract must 
be complied with before the expiration of the last day of the month 
in which delivery is specified; while in the case of a privilege the 
purchaser of the same may exercise his discretion as to whether 
he wishes the contract to be fulfilled, i. e., under certain circum- 
stances the buyer of a privilege may find it convenient to permit 
his option to lapse, whereas, under other circumstances he may find 
it advantageous to enforce the agreement against the seller. 

Several forms of privileges exist, but only two need special 
mention, viz. : the "put" and the "call." The "put" gives the pur- 
chaser the right, in consideration of the premium paid, to make the 
seller of the same take from him a certain amount of produce at a 
certain price and within a stipulated time, provided he wishes to 
exercise this right. A "call," on the other hand, is just the reverse of 
the "put" and gives the purchaser of the same, in consideration 
of a premium paid, the privilege of compelling the seller to deliver 
to him within a definitely prescribed time a certain amount of 
produce at a stipulated price, provided he finds it advantageous to 
exercise this right. Occasionally, a third form of privilege is used, 
viz : the "straddle," which is simply a combination of the "put" and 
the "call" and which gives the buyer of the same the right to 
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make the seller either deliver to him, or take from him a certain 
amount of produce at a certain price and within a given time. 

The "put" and the "call," it is clear, can be used to great advan- 
tage as a means of limiting losses. In actual practice, however, 
such agreements have been greatly abused, and have been used 
largely for betting purposes by those who have really no occasion 
to employ the same. Because of this fact some of the exchanges, 
and a considerable number of states have prohibited the use of such 
agreements. Test votes, however, among the members of some of 
the exchanges where such agreements are prohibited by state statute, 
show that their re-establishment in those markets is desired. In 
many instances where the law will not permit their use, members 
of the exchange frequently purchase the same by wire in another 
city. Thus Milwaukee is known as a market for such agreements, 
while in the New York stock market, most of the business in 
privileges is done in London, which is known as the greatest market 
for such agreements in the world. 

The application of privileges to business transactions will be 
briefly described. The "put" may be used advantageously by 
speculators who own produce or securities which they are holding 
for a rise and which they wish to protect against a decline in price. 
Thus assuming wheat to be selling at $1.00 per bushel, the holder of 
such wheat might purchase a "put," according to which the seller, 
in consideration of a premium of $10.00 binds himself to take from 
the buyer within one month 10,000 bushels at, say, 97 cents per 
bushel. The terms of this agreement will vary according to the 
conditions prevailing in the market. Ordinarily the premium 
remains a constant, but the time during which the seller of the "put" 
is willing to take the grain and the price which he binds himself to 
pay for the same will be changed to meet market conditions. The 
price stipulated in the "put'' is always below the market price, thus 
giving the seller a margin of safety. In the above illustration the 
price agreed on was 97 cents while wheat was selling at $1.00 per 
bushel ; hence the seller of the "put" knows that the buyer will have 
no inducement to exercise his privilege until wheat declines below 
97 cents. If the price reaches a point lower than that agreed upon 
in the "put" the buyer, of course, will find it profitable to make 
the seller take the same. It is here that the "put" lends itself to 
betting purposes, because a speculator, although holding no grain, 
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may purchase this "put" anticipating a decline in the market. His 
loss is definitely limited, while if the decline in price should be 
extensive, he can enter the market and purchase the 10,000 bushels 
at the lower price and compel the seller of the put to take the same 
at the agreed higher price. Of course sellers of "puts" will use their 
best judgment in making the conditions of the agreement such as 
to net them a profit in the long run. The conditions stipulated 
in the "put" will depend upon the nature of the market, i. e., whether 
it is dull or wild, the nature of the produce under consideration, 
and the length of time during which the agreement runs. It is 
apparent that larger fluctuations will occur in a period of one month 
than within a period of one week, and that such fluctuations will 
also be greater during periods of great speculative excitement than 
during a dull season. 

"Calls" should be serviceable chiefly to the short seller who, 
as we have seen, is an absolutely essential factor in the market, and 
who sells something which he does not own. Thus, if 10,000 bushels 
of wheat is sold short at $1.00 per bushel, the short seller might 
purchase a "call" according to which the seller in consideration of a 
premium of $10.00, will give the seller the right to make him deliver 
to the buyer 10,000 bushels of wheat within one month at $1.03 
per bushel. In this case the buyer of the "call" will not exercise 
the same unless wheat should rise higher than $1.03. If this should 
happen he will limit his loss by exercising the call and receive the 
10,000 bushels at the price of $1.03. The seller of the call, it will 
be observed, has again fortified himself with a margin of 3 cents 
per bushel, i. e., the price at which he has agreed to deliver wheat is 
placed somewhat higher than the current market price. Of course, 
the seller of this call, as also the seller of the put, depend upon 
the continuous market for the operation of their business. If called 
upon to deliver the wheat the seller of the call may go into the 
market and buy the same, whereas if the seller of the put is made 
to take the wheat he, in turn, may at once go into the market and 
sell the same. 

A sufficient explanation of the put and the call has been given 
to show that both may, under proper conditions, be used as a means 
of limiting losses. In the case of the put just described the pur- 
chaser has limited his loss to 3 cents per bushel or $300.00 plus the 
premium of $10.00. Similarly, in the case of the call just described 
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the purchaser cannot lose more than $310.00, assuming the financial 
solvency of the seller. Should the price movement, however, result 
favorably to the purchaser of the put or the call, he may allow his 
profits to run, refusing to exercise his "privilege." In that case 
his loss in purchasing the privilege is limited to the premium paid. 
It should also be stated here that speculators frequently use 
the so-called "stop loss" order, another method of limiting losses, 
according to which an order is placed with a broker somewhat below 
or above the market, as the case may be, with instructions that if 
the price should reach the "stop loss" limit the order should be 
executed. 
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METHODS OF MARKETING THE GRAIN CROP 



By Sieeel Harris, 
Duluth, Minn. 



One of the most important and interesting branches of com- 
mercial activity in this country of great wealth and natural resources 
is that engaged in the marketing of the nation's grain crop, a task 
which each year taxes the country's financial resources. The effect 
of this annual movement upon the currency of the country is in 
itself a sufficiently complicated and important problem to merit 
extensive discussion. The volume of the exports of grain from this 
country to Europe, is still an important item in the make-up of our 
international balance sheet. Recognizing that this subject is too 
extensive to be included within the limitations of a single article, 
it is the purpose of this paper to deal only with the actual handling 
of the crop from its origin until it reaches its ultimate destination. 
Such a discussion must treat the conduct of the different divisions 
of the grain business, showing the function which each performs in 
the work of transporting the crop to the place where it is needed. 

/. The Exchanges 

Inseparably linked with the conduct of the grain business, and 
forming the basis on which its success rests, are the grain 
exchanges or boards of trade, which exist in all the large markets 
of the country. These are so essential to the modern methods 
of marketing the crops that a knowledge of their organization and 
functions is necessary for a proper understanding of the grain busi- 
ness. We shall, therefore, first give a brief description of the work 
of the exchanges, and follow this with a discussion of the actual 
work of marketing the crop. As the Chicago Board of Trade is 
one of the oldest and the most important of the country's exchanges, 
and forms the basis for the organization of most of the others, 
a study of its rules will give a clear understanding of the conduct 
of these institutions. 

The objects of the Board of Trade as stated in its rules are : 
"To maintain a Commercial Exchange; to promote uniformity in 
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the customs and usages of merchants; to inculcate principles of 
justice and equity in trade ; to facilitate the speedy adjustment of 
business disputes; to acquire and to disseminate valuable commer- 
cial and economic information; and generally to secure to its mem- 
bers the benefits of co-operation in the furtherance of their legiti- 
mate business pursuits." 

It is evident that the primary object for which the Exchange 
exists is to form a great market where buyers and sellers can come 
together and transact business. It should be borne in mind that the 
Exchange itself does not in any way deal in commodities, but con- 
fines its work to fixing and enforcing the rules governing buyers 
and sellers. The establishment of rules to promote uniformity of 
customs and usages is a very important function of the Exchange. 
The grain business is one which involves the transfer of money 
upon oral contracts, and it is essential that there should be uniform 
customs in regard to the performance of such contracts, in order 
to prevent confusion and possible fraud. Contracts for purchases 
and sales of grain are made orally upon the Exchange by members, 
and recorded upon trading cards, which show the name of the 
person with whom the transaction is made, the amount of grain 
bought or sold, the grade to be delivered, the month of delivery, and 
the price. No evidence of the contract is exchanged between the 
buyer and seller at the time of the sale. At the close of business each 
member has upon his trading card a record of the transactions which 
he made during the course of the day. Although there is no 
evidence of the contract exchanged between the parties at the 
time it is made, the Chicago Board of Trade rules provide for 
the written confirmation of purchases and sales at the close of the 
day's trading. Each party to a transaction for future delivery is 
required to send to the Clearing House a memorandum containing 
the date of the transaction, the amount and kind of grain, the 
month of delivery, the price, and the name of the person with 
whom the deal was made. The Clearing House distributes these 
to the other parties to the transactions, by whom they are held as 
confirmations of the trades made. By this method the Exchange 
secures a uniform system of making contracts without the formality 
and delay which would attend the exchange of written contracts 
at the time of the sale. 

Among the other rules governing the making of contracts, is the 
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prohibition of all trading outside of hours, under penalty of sus- 
pension. The object of this rule is to confine all trading which may 
tend to the maintenance of a public market within the hours speci- 
fied. The rules also prohibit the making of contracts in which 
any money consideration is added to or deducted from the contract 
price. The purpose of this prohibition is to prevent the creation 
of a fictitious price. It is similar in its intent to the ban which is 
placed upon "washed" sales by the stock exchanges. 

After a transaction has been made, all contracts for future 
delivery become subject to the rule regulating margins. This is an 
important factor in all future contracts. The margin rule provides 
that at the time the transaction is made the purchaser may demand 
from the seller, as security for the performance of the contract, 
a ten per cent margin, based on the contract price, and additional 
security from time to time to the extent of any advance over such 
contract price. The seller may require a ten per cent margin from 
the purchaser at the time of sale, and additional security to the extent 
of any decline below the contract price. For example : A sells to B 
10,000 bushels of May wheat at $1.00 per bushel, or $10,000. At this 
point B, the purchaser, may demand from A, the seller, a deposit of 
10 per cent of the contract price, or $1,000, as marginal security. At 
the same time, A, the seller, may demand an equal margin from B. 
Now, suppose that the market price of May wheat advances to 
$1.02 per bushel. B, the purchaser, according to the rule, may 
demand an additional margin of 2 cents per bushel, or $200 from A. 
On the other hand, suppose that the price of May wheat drops to 97 
cents per bushel. A, the seller, may then demand an additional 
margin of 3 cents per bushel or $300 from B. 

These margin deposits must be made in certain designated 
depositories. In Chicago they may be made either with the treasurer 
of the Exchange Clearing House or in banks which have been 
named as depositories by the directors of the Board of Trade. 
Before a bank is accepted as an authorized depository it is required 
that at least one of its chief executive officers shall be a member 
of the Exchange, and so answerable to its rules in matters under 
dispute concerning deposits. When a margin call is made, the 
sum called for must be deposited within the next banking hour. 
If this is not done the person making the call may repurchase or 
resell, as the case may be, and charge the difference between the 
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contract price and the price at which the property is repurchased 
or resold as the measure of damages. In the case given above where 
the price rose to $1.02 per bushel, and B demanded a deposit of 
$200, if A had neglected to make such deposit, B might have 
gone upon the Exchange and repurchased the property at $1.02 
per bushel, charging against A, as the measure of damages, the 
difference between the contract price, $10,000, and the repurchasing 
price, $10,200, or $200. In this way B's profit is protected. 

When margin deposits are accepted by a bank a receipt is 
given the depositor, stating the name of the depository bank, the 
date, the name of the depositor, the amount of the deposit, and 
the name of the party in whose favor it is made. If the difference 
between the contract price and the market price narrows, the 
depositor may demand the return of a ratable proportion of his 
deposit. To continue the case given above, if the price subse- 
quently declined to $1.01 per bushel, A might demand the return 
of $100 of his margin deposit. 

The actual practice of calling cash margins in grain trans- 
actions, as in the case of margin calls on stocks, depends largely 
upon the financial responsibility of the parties. In many trades' 
between members, where each is perfectly confident of the other's 
financial stability, the calling of margins is unnecessary, and is 
often disregarded. The contract is allowed to run with very little 
attention paid to this matter. On the other hand, where the 
parties to the deal are not so responsible, margins are frequently 
called; and in the event of violent fluctuations in prices, may result 
in financial difficulties for the concern which is called upon to make 
the deposits. When a member of the Exchange makes contracts 
for the account of an outside party it is customary to call upon 
the latter for the initial deposit of ten per cent and require him 
to keep this deposit good. The calling of margins does not depend 
upon any set rule, but is determined by the parties to each indi- 
vidual transaction. 

The fulfilment of all contracts, or delivery upon contracts, 
as it is called, is made by the tender of regular warehouse receipts 
for grain, unless otherwise expressly provided for. The receipt states 
the name of the elevator company issuing it, the date of issue, the 
kind and amount of grain, and the name of the owner. All the 
receipts issued by an elevator must be consecutively numbered in 
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order to avoid confusion. The receipts are negotiable and pass by 
endorsement. Upon presentation of the receipt, properly endorsed, 
to the elevator company the grain will be delivered. Only receipts 
issued by warehouses which have been declared "regular" by the 
directors of the Exchange are valid deliveries upon contracts. In 
order to be declared regular an elevator must be easily approach- 
able by vessels, have customary shipping facilities, uniform storage 
rates, and the proprietors must be in good financial standing. 
Although the rules require that delivery be made by warehouse 
receipts, the actual receipts are not passed from hand to hand 
by endorsement. This necessity is obviated by allowing the seller 
to issue a Delivery Notice, in which he notifies the buyer of his 
readiness to deliver certain warehouse receipts in fulfilment of 
his contract. This notice is passed from seller to buyer by endorse- 
ment, and constitutes a valid tender upon contracts. 

The previous description is intended to give an understanding 
of the principal functions of the Exchange, the methods by which 
contracts are made, the practice of giving margins, and the manner 
in which delivery is made upon contracts. After this preliminary 
explanation of the manner in which transactions are made, it is 
now possible to examine the different divisions of the grain business 
with the purpose of analyzing the functions performed by each in 
the marketing of the crop. 

II. Country Elevators 

The first division of grain marketing concerns consists of those 
whose operations center in the country, with close affiliations in the 
primary markets. It is their function to secure control of the 
grain in the country, supervise its transportation to the primary 
markets, and dispose of it there. There are three kinds of con- 
cerns which secure control of the grain from the farmer at coun- 
try points, viz., the Line Elevator Company, the Farmers' Elevator 
Company, and the independent dealers. The methods by which 
these concerns carry on operations vary somewhat, but the business 
of all three is similar, in that it consists of the purchase of grain 
from the farmer, the storage of the grain in the country elevator, 
and shipment to the primary market. 

The Line Elevator Company has its headquarters in the primary 
market and operates a large number of country elevators along 
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some line or lines of railroad. At each one of these country ele- 
vators grain is purchased from the farmers, and cash paid for 
it. The grain is taken into the elevator and held there temporarily. 
As it accumulates it is loaded into cars and shipped to the primary 
market. Some of these Line companies operate elevators through 
Minnesota, North Dakota, and South Dakota. The grain is shipped 
either to Minneapolis or Duluth, depending upon the freight rate 
to those cities from the country point. 

In figuring the country price, the elevator company deducts 
from the primary market price the cost of freight plus 3 cents for 
wheat, freight plus 5 or 6 cents for flax, and freight plus i l / 2 to 2 l / 2 
cents for coarse grains, such as corn and oats. These figures may 
vary somewhat, but are sufficiently accurate for most purposes. The 
difference in the margin which the company allows itself on differ- 
ent grains is due to the degree of risk assumed. The chance of loss 
in handling flax for example, through fluctuations in price, or 
deterioration in quality, is greater than that of other grains, hence 
a margin of 5 or 6 cents per bushel is allowed. As an example of 
the way in which the country price is fixed, let us take a town in 
Minnesota with the freight rate to Minneapolis 5 cents per bushel, 
and the margin of the elevator company for handling wheat 3 
cents per bushel. The country price will be 8 cents less than the 
price in Minneapolis. 

In determining the grade of the wheat in the country for which 
the farmer is paid, individual judgment is an important factor. 
Owing to the competition for grain at country points, there is a 
tendency for the buyer to allow as high a grade as possible on it, 
in order to secure it from the farmer. For this reason the farmer 
gets the full benefit of proper grading; in fact, it is the testimony 
of men in the Line elevator business, that grain seldom grades higher 
in the primary market than in the country, but more often the 
grade is lower. 

The Line Elevator Company sends out by mail daily to its 
country elevators lists of prices to be paid for all grades of wheat, 
flax, barley, oats and other grains. If there are sudden fluctuations 
in the market, say of i>4 or 2 cents per bushel, the Line Company 
wires price changes to conform with the new primary market prices. 
In either case the price given to the country houses holds good until 
the agents are notified of changes. 
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The methods used by the Line Elevator companies in fixing 
country prices are substantially identical with those of its com- 
petitors in the country, so in dealing with the latter these explana- 
tions need not be repeated. In every case, the method pursued 
is to pay such a price in the country that, after adding freight and 
other costs, the grain may be sold in the primary market with a fair 
profit. The disposition of the grain when it reaches the primary 
market will be explained later. 

The competitors of the Line Elevator Company in the country 
are the Farmers' Elevator Company and the independent dealer. 
The Farmers' Elevator Company is an association of farmers 
which owns and operates a country elevator. Its business consists 
in purchasing grain from the farmers, storing it, and shipping it 
to the primary markets like the Line Elevator Company. The dis- 
position of the grain in the primary market differs somewhat, 
as the Line Company handles this itself, while the Farmers' Ele- 
vator Company employs a commission man. The apparent advan- 
tage of the Farmers' Elevator Company over the Line Company 
consists in its ability to get control of the grain in the country. 
Naturally, the farmers who hold stock in the company will sell 
their grain to it in preference to the Line Company, inasmuch as 
the profits of the concern depend upon the amount of grain handled, 
and they, as stockholders, are participants in the profits. At one 
country station there may be four or five Line elevators owned 
by different companies, and one Farmers' elevator, owned by the 
farmers of that vicinity. The Farmers' elevator will probably 
secure from a half to a third of the grain shipped from that station, 
due to the advantage just explained. Its cost of operation will 
be very little more than that of each Line elevator. It is apparent 
therefore, that the Farmers' elevator, handling a much larger 
quantity of grain at approximately the same expense, does business 
at a considerably lower cost per bushel than the Line Company. 
As the country builds up and the farmers become more prosperous 
there is a tendency for them to supply the capital for country 
elevators and handle their own grain in this way. It is the opinion 
of many men in the grain business that the Line Elevator Company 
is a pioneer institution, fitted only for a new country where capital 
is scarce, and unable to withstand the competition of the Farmers' 
Elevator Company. 
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In reply to a communication upon this subject, Mr. L. H. 
Squire, president of the North Dakota branch of the American 
Society of Equity, an organization whose purpose is to secure profit- 
able prices for farm products, writes as follows : 

The Farmers' elevators in the past few years have been rapidly increas- 
ing, so much so that every county and most towns of any size (in North 
Dakota) have one. The Society of Equity is making one of its principal 
objects that of incorporating Equity elevators throughout the state, that the 
farmers may handle their grain at home. ... At this very moment (Feb- 
ruary, 1911) we have perhaps in the neighborhood of twenty-five over the 
state which are being organized. We predict that in a few years all the grain- 
from this state will be handled through the institutions which are owned and 
controlled by the farmers exclusively. 

A strong confirmation of this view is contained in a letter 
from Mr. Henry Feig, Supervising Inspector of Country Elevators 
for the State of Minnesota, who writes : 

"There has been a very perceptible increase in the number of 
Farmers' elevators in this state (Minnesota) during the last five 
years, and a correspondingly large decrease in the number of Line 

houses As to the future of Farmers' and Line houses, 

I believe there is no doubt that the latter will decrease and the 
former increase in number." The figures showing the changes dur- 
ing the past five years follow : 

Table Showing Total Number of Local Warehouses in Operation 
in the State op Minnesota for Five Years. 

Style of Elevator 1906 1007 190S 1909 1910 

Line houses 1 199 1171 1007 971 871 

Independent houses 381 377 430 405 363 

Farmers' houses 151 168 178 205 224 

Total 1731 1716 1615 1581 1458 

The independent dealers are individuals who own single ele- 
vators at some country point. Their business is identical in nature 
with that of the Farmers' elevator. Where there are Line ele- 
vators and an independent dealer at the same point the farmers 
seem inclined to favor the latter, as he is regarded as a competitive 
force in sustaining prices. The independent dealer, like the Farm- 
ers' Elevator Company, disposes of his grain in the primary market 
through the service of a commission man. 

These three concerns, then, the Line Elevator Company, the 
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Farmers' Elevator Company, and the independent dealer constitute 
the country end of the grain business. It is their function to secure 
the grain from the producer and start it upon its journey to the 
ultimate consumer. The second stage in that journey is the 
concentration of the grain in the primary markets. 

J/7. The Primary Market 

After the grain has been shipped from the country elevator 
it must be disposed of in the primary market. The Line Elevator 
Company does this by selling the grain on the floor of the Ex- 
change through its own representative. The Farmers' elevator 
and the independent dealer sell on the Exchange through a com- 
mission man. In both cases the grain is sold to the big Terminal 
Elevator companies or to millers. The methods used by the Line 
companies and those of the commission man in selling to the 
Terminal Elevator Company are very similar and will be treated 
as one. 

There are various contracts which can be used in disposing of 
the grain to the Terminal Elevator Company. One of these is the 
"to arrive" contract, by which the country elevator concern is 
required to deliver the grain within fifteen days. This is used to a 
large extent by all three classes of country dealers. The Line Ele- 
vator Company which has a considerable quantity of grain in its 
country elevators can sell "round lots" of grain "to arrive." These 
are sales of from ten to a hundred thousand bushels. The grain is 
then shipped out from the country elevators, and as it arrives in 
the primary market is applied on the "to arrive" contract. In this 
way the Line Company saves the work of selling each individual 
car load on its arrival. 

The Farmers' Elevator Company and the independent dealer 
also use the "to arrive" contract to a large extent. When there 
is a bulge in the cash price of grain in the primary market, the 
"to arrive" price rises simultaneously, and a common way of. taking 
advantage of this advance is to notify their commission man to 
sell a certain amount of grain "to arrive." The grain is then loaded 
out of the country elevator and shipped to the primary market to 
fill the contract. A subsequent decline in prices during the time of 
transit will not affect the country dealer, since his grain is already 
disposed of. 
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The second method of selling grain in the primary market, 
commonly used by the country concerns, is the "on track" sale. 
The grain is shipped from the country elevator unsold. Upon its 
arrival in the primary market it is sold by car lots to the Terminal 
Elevator Company; in the case of the Line Company through its 
representative, and in the case of the Farmers' elevator and inde- 
pendent dealer through a commission man. 

At the time the "on track" sale is made the seller gives the 
car numbers to the Terminal Elevator Company, and orders the 
railroad to switch the cars to the elevator company's warehouse. 
The unloading at the elevator is done under the supervision of 
the state, and the weighing of the grain is done by a state official. 
On the basis of these weights the seller makes out his bill and 
presents it to the Terminal Elevator Company for payment. In 
the case of such sales by a commission man for a Farmers' Ele- 
vator Company or an independent dealer the following Account of 
Sales is rendered: 
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For his services the commission man receives a straight com- 
mission of so much per bushel ; in the case of wheat, i cent. The 
amount of this profit depends upon the volume of business which 
he can command. This is secured by means of agents, who are 
sent out by the commission man to solicit shipments from Farmers' 
Elevator companies and independent dealers. It is by means of 
this personal solicitation, and by giving satisfactory service, that 
the commission man secures his business. 

in this connection the credit relationhip existing between the 
commission man and those for whom he deals should be explained. 
When the Farmers' Elevator Company and the independent dealer 
ship grain from their country elevators they cannot wait until it 
arrives at the primary market to receive the proceeds, because their 
limited capital is needed to purchase more grain. In this connec- 
tion the commission man renders them a valuable service by fur- 
nishing them with credit. When the grain is shipped, the country 
concern takes the bill of lading and attaches to it a draft drawn 
against the commission man. Upon depositing this in the country 
bank the country dealer receives credit with which he may buy 
more grain. In a reasonably stable market the commission man 
will permit the country dealer to draw against him up to 90 per cent 
of the value of the grain shipped. 

In addition to this means of supplying credit some commission 
firms advance money to country shippers upon an open account. 
An arrangement is made by which the latter may draw upon the 
commission firm up to a certain amount without depositing bills 
of lading or any collateral. The reason back of this is that country 
shippers sometimes find it impossible to secure cars to ship out grain 
held in the elevator. Their own capital becomes tied up, and money 
is needed to buy the grain which the farmers are bringing in. In 
such an emergency the capital of the commission man is advanced 
to satisfy temporary needs. The amount which is advanced depends 
upon the financial standing of the country shipper. When the 
grain finally arrives in the primary market and is sold the advances 
by draft or otherwise are, of course, deducted in making the settle- 
ment. It is to this that the item "advanced" in the Account of 
Sales refers. 

Another method of disposing of grain used by the country 
concern besides the "to arrive" and "on track" sale, is the selling 
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of grain "in store." Upon the arrival of the grain in the primary 
market it is not immediately sold to the Terminal Elevator Com- 
pany in this case, but is stored in the elevator for the account of 
the country owner. All public elevators are required to accept 
grain for storage as long as any room remains, and the Farmers' 
Elevator Company or independent dealer can keep his grain here 
as long as the storage charges are paid. The purpose of this is to 
await more favorable conditions for marketing the grain. When 
the owner desires to sell, the grain is disposed of by the commis- 
sion man, who sells it "in store." Delivery is made by endorsing 
the elevator receipt to the purchaser. This method of storing grain 
by country interests is more in use in Canada than in this country. 
Here the "to arrive" and "on track" sales are commonly used. 

Thus far we have discussed the first stage in the handling of 
the grain crop, viz., its concentration in the primary market from 
the country district through the medium of the Line Elevator Com- 
pany, the Farmers' Elevator Company, the independent dealer, and 
the commission man. A part of the grain which is received in 
primary markets is sold to millers for local use. In a market such as 
Minneapolis, which is a great milling center, the bulk of the wheat 
received is used for this purpose. In such markets as Chicago and 
Duluth, however, most of the grain is taken by the large Terminal 
Elevator companies. 

The Terminal Elevator Company derives its profit mainly from 
the storing and mixing of grain. Every public elevator of this kind 
must receive grain for storage up to its capacity, at certain uni- 
form rates. In addition to the storage of grain for others the 
Terminal Elevator Company purchases large amounts from country 
shippers as previously described, and stores this until it is ready 
to re-sell. 

The difference between the prices of two options such as 
December wheat and May wheat, should theoretically represent 
the carrying charges from December until May, that is interest upon 
the money tied up, insurance premiums, cost of handling grain, 
and a fair profit. The normal difference between December and 
May wheat is about 4 or 5 cents per bushel. This means that the 
Terminal Elevator Company can purchase December wheat, and 
sell May wheat for 4 or 5 cents more per bushel. The wheat pur- 
chased is carried until May, when it is delivered upon the contract. 
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Or, when May arrives, if the price of July wheat is high enough, 
instead of delivering the actual grain upon its May contracts, 
the company can buy May wheat to cover its contracts, and sell 
July. The actual grain is then held until July, when it is delivered. 
This is known as shifting hedges from one delivery month to 
another. 

This difference in the prices of various deliveries does not 
always exist as assumed above, because of the interference of 
outside factors. For instance, December wheat may sell on a par 
with May wheat because of a shortage of supply at terminal points 
and a heavy cash demand for milling use. The amount of grain 
in store is one of the most important factors in determining the price. 
Obviously, the Terminal Elevator Company must take these things 
into consideration in deciding whether it will be profitable to buy 
grain for storage. 

In addition to the storage service, Terminal Elevator com- 
panies derive large profits from mixing grain. This is made 
possible by the existence of an "in-inspection"' when the grain 
is bought and taken into the elevator, and an "out-inspection," 
when the grain is sold and loaded out. The elevator company 
buys the grain on the basis of the "in-inspection," mixes it in the 
elevator, and sells it on the basis of the "out-inspection." It is often 
possible, by the judicious mixture of some number one wheat with 
some number two, to secure a product which will grade number 
one under the "out-inspection." This, of course, applies to other 
grades and kinds of grain, and explains how the elevator com- 
pany is sometimes enabled to make large profits by this process. 
This mixing of grain for the purpose of raising the grade is 
practiced extensively, and is considered perfectly legitimate with 
the following limitations : 

Stored grain, that is, grain which does not belong to the ele- 
vator company holding it, may not be mixed unless this is done at 
the request and with the authority of the owner of the grain, and in 
the latter case it would have to be stored in special bins in order 
to preserve its identity. The mixing of grain belonging to outside 
parties by an elevator company in order that the latter may 
make a profit for itself, is strictly prohibited under severe penalty. 

There is, however, in private terminal elevators, a great deal of 
mixing of grain which has been purchased from farmers and which 

(366) 



Methods of Marketing the Grain Crop 49 

belongs to the elevator company mixing it. In writing of this prac- 
tice, Mr. Feig, previously quoted, says : "The mixing of grain in this 
manner is a benefit not only to those who mix the same, but it 
reflects itself back to the producer of low grade or 'no grade' grain. 
The process of mixing and cleaning makes it possible to raise the 
value of low grade or no grade grain." In other words the ele- 
vator man, knowing that he can mix this low grade grain with a 
better quality and get a marketable product, is willing to pay a fair 
price for it. In the absence of this practice he would have no use 
for the low grade grain, and the farmer would be unable to dis- 
pose of it. This is what Mr. Feig means when he says that the 
benefit from this process "reflects itself back to the producer of 
low grade grain." 

The Terminal Elevator Company is a large borrower from 
the banks because of the nature of its business. It buys large 
quantities of grain as the cereal comes into the market, and is often 
compelled to carry this for considerable periods. In order to pro- 
cure capital for this it deposits with the banks, as collateral 
for loans, elevator receipts for the grain. Owing to the very strin- 
gent rules under which the issuance of these is governed, as pre- 
viously explained, they make very safe collateral, and in a stable 
market bankers will loan as high as 90 per cent upon them. As 
the grain is sold the loans are paid off, and the receipts are sur- 
rendered by the bank. The Terminal Elevator Company also 
borrows on its unsecured notes. It is apparent that in all the 
steps of moving the crop the bank performs an indispensable 
function. 

The Terminal Elevator Company sells the grain to the exporter 
or shipper of grain. In some cases the sale is made to exporters 
located in the primary markets and in other cases to exporters in 
the seaboard markets. As the primary markets are under discus- 
sion now, the exporters operating there will be treated first. 

The exporter purchases the grain in the elevator and holds it 
until he has an opportunity to sell. When he sells the grain abroad 
or for eastern shipment it is loaded out of the elevator into boats or 
cars as the case may be. In shipment from Duluth and Chicago the 
bulk of the grain goes by water to Buffalo, and from there to sea- 
board points. When the shipment is made, the shipper secures a 
bill of lading from the vessel company, places insurance on the 
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cargo, and draws a draft against the consignee. This is deposited 
in the bank and credited to the account of the shipper. 

In Duluth, owing to the cheapness of water transportation, 
many contracts for shipment on the "opening of navigation" are 
made during the winter. These call for the shipment of grain 
ten days after navigation is opened in the spring. The opening 
of navigation is determined by the arrival of the first boat from 
lower lake ports. 

On grain shipments from primary markets by water the grain 
is discharged into elevators at Buffalo and reloaded for shipment to 
New York or Philadelphia for export. Exporters in Duluth and 
Chicago have representatives in the seaboard markets who look 
after their shipments through those points. The details of the 
export business, including the sale of the grain abroad and the 
ocean transportation, will be treated later in connection with the 
seaboard markets, as the methods of the primary market and sea- 
board exporters are identical in most respects. 

IV. Hedging 

The preceding sections of this paper have been devoted to a 
discussion of those branches of the grain business which center in 
and are dependent upon the primary markets. Before considering 
the grain business in its relation to the seaboard markets, there is 
one point to be discussed which vitally affects all phases of the 
grain business. The importance of this will be understood in its 
application to the businesses previously described. This is the 
use of the future contract as the basis of hedging operations. 

A "hedge'' is the purchase or sale of grain usually for future 
delivery, by a grain dealer or miller, made for the purpose of pro- 
tecting himself from loss through fluctuations in price. It is 
extensively used in every one of the businesses previously dealt 
with, and is essential to their safe operation. The "hedge" works 
out somewhat as follows: When the country elevator concern 
buys grain from the farmer it cannot resell that grain immediately 
for cash. The grain must be stored until a sufficient quantity is 
received for shipment, and then loaded out and sent to the primary 
market. This requires considerable time, during which the price 
of the grain on the primary market may have materially declined. 
In such a case unless the country concern had some means of 
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protection, it would suffer a loss during the time that the grain 
was in transit. 

The country concern is in the business of buying, storing, and 
shipping grain for a legitimate trade profit. It desires to eliminate 
speculative risks from its business. This is done by hedging. If, 
for instance, the country concern has bought 10,000 bushels 
cash wheat from farmers at a price which is equivalent to $1.00 in 
the primary market, it sells on the primary Exchange an equivalent 
amount of some "future," say 10,000 bushels May wheat at $1.06 
per bushel. As soon as cars are received the grain is shipped to the 
primary market and sold at the current market price. In case the 
cash price has declined to 98 cents per bushel a loss of 2 cents 
per bushel has been sustained upon the actual grain held. It is 
extremely likely, however, that the price of May wheat will have 
declined simultaneously, due to the same causes which forced 
down the price of cash grain. Assuming that the price of May 
wheat has dropped to $1.04, the country dealer buys in 10,000 
May at this price to cover his short sale. Having sold at $1.06 
and bought at $1.04 his profit on this transaction is 2 cents per 
bushel, or the same as the loss which he sustained upon the cash 
grain. As previously shown his trade profit is included in the 
difference between the country price and the primary market price 
of the actual grain. 

This practice of hedging purchases of grain is universally 
used by country elevator concerns. The Line Elevator Company 
does its own hedging in /the primary markets, while the Farmers' 
Elevator Company and independent dealers use the services of the 
commission man. So essential is this practice to the safe operation 
of the business that many commission men, who advance credit to 
country dealers, insist that the latter keep their purchases properly 
hedged. The reason for this is identical with that which prompts 
Southern bankers to refuse loans on shipments of unsold cotton 
unless the cotton is hedged. 

But the country elevator company is only one of the many 
classes of grain dealers using the hedging transaction. The Ter- 
minal Elevator Company buys grain and stores it in its elevators 
awaiting a market for it. Large quantities of grain may have 
to be held until there is an export or milling demand for it. In the 
meantime the company might be subjected to heavy losses through a 
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decline in prices. It is true that its profits would be equally large 
in case of a rise in the price, but it should be remembered that 
the company is not in the business of speculation; it is engaged in 
the business of storing and mixing grain. It is for this reason that 
the Terminal Elevator Company hedges by the sale of futures, in 
identically the same fashion as the country elevator concern. 

The "hedge" is also universally used by the flour miller, again 
with the intention of avoiding speculative losses. In this case the 
"future" is purchased to cover sales of flour in advance. In a let- 
ter referring to the subject of the hedging of flour sales by millers, 
Mr. A. D. Goodman, president of the Minnesota Millers' 
Association writes: 

All millers who run their mills absolutely free from speculation, keep 
all their flour sales, either for future delivery or otherwise, hedged all the 
time, either with cash wheat or the option. The miller who is doing a 
legitimate milling business should never be long or short on the market to 
exceed one thousand bushels of wheat. 

Millers sell flour for future delivery any place from sixty days to six 
months ahead. The future sales must be protected either by purchasing 
cash wheat or the option. It would cost altogether too much to buy the 
ca$h wheat for all future flour sales and carry it six months; therefore, the 
options are largely used as a protection against future flour sales. 

The miller who makes the money year in and year out is the miller 
who makes the money out of his flour mill — that is, the minute he makes a 
flour sale he "cinches" his profit right there by buying the cash wheat or 
option to protect the sale. Then it does not make any difference if wheat goes 
up twenty cents per bushel or down twenty cents per bushel. 

The miller who runs his mill by speculation, in the end falls by the way- 
side. It occurs to me that trading in futures is absolutely necessary for 
a miller if he wishes to run his business free from speculation. 

The method of hedging used by the miller is approximately 
this: Suppose, for example, that a miller sells in October 10,000 
barrels of flour for January delivery, basing his price upon the 
present price of December wheat. He immediately purchases 
enough December wheat to fill the contract, in this case about 45,000 
bushels. Sometime during the month of December he will receive 
the wheat upon his contract, paying for it at the price fixed in 
October, irrespective of any subsequent changes in the price. The 
wheat is ground and the flour delivered in January ; the miller has 
made his legitimate milling profit and avoided speculation. 

The final use made of the hedging transaction in the handling 
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of the crop is by the exporter. He, like the Terminal Elevator 
Company, is often compelled to purchase large quantities of grain 
and hold it. Mr. Julius H. Barnes, a prominent exporter, doing 
business in Duluth, Winnipeg, and New York, and a former presi- 
dent of the Duluth Board of Trade, writes as follows on this point : 

From an export or milling standpoint you cannot always buy the grain 
you need in the exact position desired; it must be bought when there, and, 
perhaps, at that moment foreign markets or domestic flour markets are not 
in line to buy the product the same day; in which case we use the hedge in 
the market to guard against any material fluctuation in the price basis while 
we are awaiting a market for the actual wheat. As a rule these hedges would 
be placed as far off as possible, because in normal markets the far-off hedges 
can usually be sold at a premium over the cash price, thus in a measure 
getting back, the expense of storing, insurance, and interest. 

In view of the universal use of the hedging transaction by all 
members of the grain trade, invariably for the purpose of avoiding 
speculation, it is difficult to understand how the legitimacy of future 
trading in this connection can be questioned. The hedging trans- 
action implies, it is true, that there is always some individual ready 
to take the other end of the future contract. If an exporter or an 
elevator company is to sell a future short for purposes of hedging, 
someone must be willing to buy that future. That is made possible 
to a large extent by the existence of a group of professional 
speculators, who are ready to buy or sell grain at a price determined 
by their individual and combined judgments. 

These men make it their business to study all conditions affect- 
ing prices, weigh them carefully, and base their operations upon 
the information obtained. They, as speculators, are willing to carry 
the risk which the legitimate grain trading concern does not wish 
to assume. The speculator is in business for a speculative profit; 
the trading concern is in business for a trade profit. Prices must 
fluctuate due to constantly changing conditions of supply and 
demand. The question is whether it is better to allow the profes- 
sional speculator to assume the speculative risk, or to force that 
risk upon the legitimate trading concern by the prohibition of 
future contracts. 

The assumption of this risk by the speculator is simply a finan- 
cial underwriting or insurance. The fire insurance company 
assumes the risk of loss by fire which a business man does not want 
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to carry; the speculator assumes the risk of loss through price 
fluctuations which the grain concern does not wish to carry. There 
is no gambling, no creation of a new risk, but merely the transfer 
of the risk from one party to another. 

In this connection it is pertinent to state, that in the absence of 
hedging, everyone in the grain business from country elevator com- 
pany to exporter would undoubtedly demand a greater margin of 
profit on account of the increased risk. It is a fundamental rule in 
business that the greater the risk, the greater is the margin of profit 
required. The result would inevitably be either a rise in the price 
paid by the ultimate consumer or a fall in the price paid to the 
farmer. In Germany, where futures were prohibited for several 
years the result was a heavy fall in the price which the farmers 
received for their grain. As a result future trading was restored, 
largely through the instance of the agricultural interests. It is 
practically the unanimous opinion of men intimately connected with 
the grain trade that the abolition of future trading, which implies 
the elimination of hedging, would result in the farmer receiving less 
for his grain. Mr. Barnes says in regard to this matter: 

There is no doubt that without the protection of these hedging trans- 
actions which enable a large volume of business to be done along a small 
margin, every one handling grain would require a larger margin of safety, 
and this in the end would come out of the grower. 

Mr. A. D. Goodman, previously quoted in this article, is of 
the same opinion. He says : 

If trading in futures were eliminated in this country, the farmer would 
surely have to take from five to twenty cents per bushel less for his wheat. 

The logical deduction from all these facts seems to be that, as 
there is a speculative risk which must be carried by someone in the 
marketing of the crop, and as the legitimate grain dealer and the 
farmer both wish to avoid this risk, it should be shifted onto the 
shoulders of those who are willing to take it. This is done by means 
of the hedging transaction. 

V. Seaboard Markets 

A previous description has been given of those divisions of the 
grain business which center in the primary market, having their 
basis of operations at that point. Their functions, as explained, are 
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to secure the concentration of the grain in those markets, and to 
start on its journey to the eastern states or for export, such a por- 
tion of the crop as is not used for local consumption. 

In addition to these dealers a second division may be made, 
consisting of grain concerns which are located in the seaboard 
markets. Their work, generally speaking, consists in distributing 
the grain among the various localities in the East, and secondly in 
the exportation of grain. Although a few concerns engage in both 
of these branches of business, most of them confine their attention 
to one branch only, either distributing or exporting. The business 
of the distributor will be considered first. 

This distributing grain dealer draws his supplies mainly from 
primary markets, buying from large elevator concerns through a 
broker on the floor of the seaboard exchange. Philadelphia may 
be taken as an example of this. Certain brokers upon the Phila- 
delphia Bourse represent large terminal elevator companies in 
Chicago and other concentrating points. They keep on hand samples 
of the standard grade of corn, oats, and other grains handled by 
that elevator house. In the morning before the opening of the 
Exchange, and also throughout the day, the broker receives wires 
from the elevator company offering certain amounts of grain at 
specified prices. The broker then makes these offers to the dis- 
tributing dealers on the Exchange on behalf of the elevator company. 
Acceptances are immediately wired back to the elevator company 
giving the name of the purchaser and the shipping directions. For 
his services the broker receives a commission from the elevator com- 
pany. This is usually one-eighth cent per bushel, although in some 
cases it is larger. The wire expense is borne by the broker. 

The Philadelphia grain dealer who purchases the grain has it 
shipped to some diverting point on the railroad, expecting to resell it 
during transit and forward it to its ultimate destination. At the 
time of shipment the elevator company draws a draft upon the 
Philadelphia dealer, based on the amount and grade shipped, and 
the price agreed upon. The draft with bill of lading attached is 
forwarded to Philadelphia, accepted by the grain dealer, and the bill 
of lading made out to the diverting point is turned over to him. 

The grain dealer sells this grain through the East to millers 
and local grain and feed men. He accomplishes this by means of 
salesmen who are sent out to make offers and solicit business from 
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the local dealers. In addition to his salesmen the grain dealer sends 
out by mail a daily card containing offers of grain at certain points. 
This is received by prospective purchasers in the morning, and 
acceptances may be wired in before the opening of the Exchange. 

When the grain is resold by the Philadelphia dealer he endorses 
the bill of lading in his possession to the final destination, so that 
the car of grain is forwarded from the diverting point on the railroad. 
At the same time he draws a draft upon the purchaser, and deposits 
it with the bill of lading in his bank, receiving credit for the amount 
of the sale. The profit of the Philadelphia dealer is included in 
the difference between his buying and selling prices. 

The exporter in the seaboard market buys his grain largely in 
the primary markets in much the same way as the distributing dealer. 
His purchases as a rule are in larger amounts and his volume of 
business greater. He sells in the principal markets of the United 
Kingdom and the Continent. 

It is unnecessary to dwell any further on the movement of the 
grain from the primary to the seaboard markets, as this has already 
been explained. When the grain which the exporter has bought 
arrives at the seaboard, Philadelphia, for instance, it is put into 
storage elevators previous to its sale and shipment abroad. While it 
remains here the exporter must pay storage and insurance upon 
it. If he holds any large quantity of grain and needs additional 
credit he borrows from the bank, using his warehouse receipts 
as collateral. 

The exporter sells his grain through brokers on the Exchanges 
of Liverpool, Antwerp, Copenhagen, Hamburg and other important 
European markets. The services of the broker are similar to those 
of the broker in the seaboard market. The business is largely an 
over-night one ; offers are made by the exporter in the afternoon and 
acceptances received in the morning. The broker furnishes the 
exporter with the name of the purchaser, and sends shipping 
directions. For his services he receives a commission from the 
exporter. 

In figuring the price at which he can sell, the exporter must take 
into consideration the cost of the grain at the seaboard, the prevail- 
ing rate of foreign exchange between the two countries, the cost of 
Ocean freight and insurance, interest, broker's commission, and his 
profit. 
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At the time the sale is made, whether it is for immediate or 
future shipment, the exporter can contract for ocean freight to the 
amount needed. The steamship companies are represented upon 
the exchanges, and will make contracts for tonnage to be filled in 
the future. As ocean rates are subject to considerable fluctuation 
due to the changing volume of traffic, the exporter who desires to 
avoid speculation contracts for his tonnage at the time his export 
sale is made. There is, however, some speculation in ocean freights. 
Contracts for tonnage are made on anticipation of future business 
and higher freight rates. If this business fails to materialize other 
tonnage must be furnished or dead freight paid on the contract. 

The insurance upon the cargo is placed at the time of shipment. 
Brokers representing marine insurance companies are members of 
the Exchange, and the contracts for insurance are made there. As 
the insurance rates do not fluctuate there is no speculative risk 
attached, and no necessity for contracting for insurance in advance. 
The policy is made payable to the consignee, but the premium is paid 
by the exporter. 

When the details of the shipment have been completed the 
exporter draws a draft or commercial bill against the purchaser 
for the amount of the shipment, attaches the steamship bill of lading 
and insurance policy covering the cargo, and sells the bill to his 
banker at the current rate of foreign exchange. This completes 
the sale so far as the exporter is concerned. The bank has pur- 
chased the bill and it looks after the collection on the other side. 

In addition to his own export business the seaboard exporter 
often represents some primary market exporter in looking after 
the latter's shipments through the seaboard market. The seaboard 
exporter has the grain stored in the elevator and insured while 
awaiting shipment, and also contracts for ocean freight and 
insurance for the grain. For these services he receives a certain 
commission. He is, therefore, both a competitor and an agent of the 
exporter in the primary market. 
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CLASSIFICATION OF GRAIN INTO GRADES 



By J. C. F. Merrill, 
President, Board of Trade of the City of Chicago. 



State Inspection 

The practice of classifying grain into grades, more commonly 
called inspection of grain, is distinctly American in its origin. In 
the year 1858 the Board of Trade of the City of Chicago created 
a department for the classifying of grades numerically according 
to specified requirements of color, quality and general condition, 
and at the same time certifying to those grades. This same general 
scheme, with small changes to meet local conditions, spread through- 
out the country, greatly facilitating trade between widely scattered 
markets and individuals. State inspection of grain also had its 
beginning at Chicago, it being established by the State of Illinois in 
1871. Missouri, Minnesota, Indiana and Kansas followed in turn. 
A brief digest of the laws of the five states will be helpful to a 
correct understanding of the practice : 

Illinois. (Revised statutes of 1895.) 

Warehouses divided into three classes (licenses required from Circuit 
Court of the county — bond filed in Class A). No grain to be delivered 
from a warehouse unless inspected by a duly authorized inspector of 
grain. 

Railroad and Warehouse Commissioners can put inspectors in those 
elevators where the proprietors store their own grain with that of others 
to prevent any undue advantage being taken. Elevator receipts bear on 
their face statement as to quantity and quality of grain received into 
store. 

Governor, with advice and consent of Senate, appoints chief inspector 
of every city or county in which is located a warehouse of Classes A 
and B. To be a disinterested party. But appointment in counties or 
cities containing warehouses of Class B to be made only on recommen- 
dation of Board of Railroad and Warehouse Commissioners. 

Chief inspector to have a general supervision of the inspection of 
grain, under advice and immediate recommendation of the board afore- 
said. Chief inspector can nominate to the board assistant inspectors and 
other employees. Commissioners authorized to make such appointments. 
Chief and assistant inspectors take oath and give bond. 

(376) 



Classification of Grain Into Grades 59 

Chief inspector, assistants, and employees are governed by rules pre- 
scribed by the Board of Commissioners, etc., which are to be made to 
meet the services of inspection, and no more. Board exercises a general 
supervision over the inspection department, prescribing their respective 
duties, compensation, etc. Expenses paid from funds collected by the 
same. Rates of storage to be published by each warehouse of Class A 
during the first week in January of each year, which rates shall not be 
increased during the year, except as provided for. No discrimination to 
be made for the storage of grain. In all places where there are legally 
appointed inspectors of grain, no proprietor or manager of a public ware- 
house of Class B can receive any grain, unless same has been graded 
and inspected. Commission to establish grades. Committee of Appeals 
provided for, and their decision is final. (This committee consists of 
three, to which owners of grain may appeal the classification made by the 
inspector.) 

Missouri. (Revised statutes of.) 

Board of Railroad and Warehouse Commissioners. They appoint a 
chief inspector for two years. He has a general supervision of the inspec- 
tion or grain, under the immediate direction of the board. Certain ware- 
houses designated as "public." License. Bond. No discrimination in 
storage of grain, but charges to be uniform. Grain received at public ware- 
houses to be inspected and graded by a duly authorized inspector. No 
grain to be delivered from a public warehouse unless it be inspected. (Various 
other provisions analogous and some identical with those of Illinois.) Chief 
inspector nominates deputies and such other employees as may be neces- 
sary (provision as to salaries, etc.). Commissioners establish the grades 
of grain. Commissioners can subpoena witnesses. (Attachments for con- 
tempt of courts.) (Weighmasters provided for.) 

Minnesota. (Revised Laws.) 

Elevators located at St. Paul, Minneapolis and Duluth, and other points 
in the State, which are now or may hereafter be designated as terminal 
points, in which grain is received for storage in bulk, and that of different 
owners mixed together, or so stored that the identity of the different lots 
or parcels is destroyed, shall be public warehouses, known as terminal 
warehouses. License. All grain to be inspected on receipt. All grain 
received at a terminal elevator to be inspected and graded by a State Inspector, 
and reinspected in like manner upon delivery from such warehouse. Charges 
of same paid by warehousemen and added to the storage. Minneapolis 
and Duluth grain inspection. Boards provided for two years' service. The 
"Minnesota" grades established by these two boards. They appoint a 
chief inspector for two years. Deputy inspectors provided for; deputy 
inspectors of St. Paul, Minneapolis and Duluth styled "chief deputies." 

Inspectors to inspect and grade all grain received at or shipped from 
any terminal warehouse, whether in car or boatload lots. Appeal to nearest 
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Board of Grain Appeals is provided for. Not necessary to have grain 
stored, upon giving proper notice, etc. Weighmasters provided for. All 
moneys coming into State treasury through this means are appropriated to 
the salaries of this department. The Inspection Boards were formerly 
known as the Board of Appeals. 

Indiana. (Indiana Statutes.) 

Board of County Commissioners in any county may appoint inspectors 
for four years, unless removed — to inspect within said county, when required, 
salt, beef, pork, flour and hay. 

There shall be appointed annually, by the Board of Trade, or other 
commercial organization, one or more inspectors of grain, or other property 
for the county where such board is organized, and in case there be no 
such organization in any county then the judge of the circuit court may 
appoint such inspectors (oath prescribed). Where there are two or more 
such organizations in any city, the one whose members deal most exclusively 
in grain or produce shall make such appointment, and shall provide for 
his compensation; and for that purpose may fix a schedule of fees to 
be paid by the owners of such property as may be inspected. Such inspector 
may classify and determine the grade to which any article of property* 
submitted to his inspection belongs; but where there is a Board of Trade 
or other commercial organization in such county, it shall have the exclusive 
authority to fix the grade of property, defining what shall constitute grade 
numbers one, two, etc., the inspector determining only as to what grade 
the same belongs. Where there is no such organization in any county, 
then the grading and rates of compensation adopted by such city nearest 
the point where such grain or other property is inspected shall govern the 
inspector in his inspection. 

Kansas. (Code.) 

Department of record established for inspection and weighing of grain, 
called State Grain Inspection Department. Such department has full charge 
of the inspection and weighing of grain in the state at all railroad terminals, 
public warehouses, or other points within the state, wherever state grain 
inspection and weighing may be established at the discretion of the chief 
inspector. The governor appoints a suitable person, with confirmation of 
the senate, to be known as chief inspector of grain for the State of Kansas; 
two years' service. 

Duties : I. General supervision of inspection and weighing of grain. 
2. Supervise handling, inspection and storage of grain. 3. Establish neces- 
sary rules and regulations. 4. To keep proper records. 5. Investigate com- 
plaints of fraud in the grain trade. Bond, $10,000. Chief inspector can 
recommend to the governor a suitable person as supervising inspector of 
each city, town or place in the state, where one or more public warehouses 
may be doing business under the law. They shall visit daily the elevators 
and railroad tracks, supervising inspection, with a view to securing a uniform 
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inspection of grain. A supervising weighmaster also to be recommended for 
similar place. He shall supervise weighings, inspect scales, etc. Assistant 
inspectors. 

The principal primary markets of the country are situated in 
the states which actively control the grading of grain by legal 
enactment. The Atlantic seaboard and Gulf cities from which 
, grain is exported, as well as the primary markets of Detroit, 
Toledo, Cleveland, Cincinnati and Buffalo, established exchange 
inspection soon after the Chicago Board of Trade put it into effect. 
The reliability of inspection certificates is of first importance. 
Primarily, inspectors operated on their own individual responsibility, 
the certificates of each being valued according to his reputation for 
ability and honesty. But misunderstandings between sellers and 
buyers of grain, and a more or less general desire in the trade to 
trust official commercial standards rather than the honesty of 
individuals, suggested some established system of inspection, with 
the result first of exchange inspection, to be followed in the several 
states mentioned, by legislative enactment, to give to such system 
the force and security of law. 

Uniformity, in a broad sense throughout the country, has been 
a recognized necessity from the first. In the main the same rules 
have been adopted and the same standards established in all 
markets. Local conditions, however, have to some extent dictated 
differences calculated to meet local needs. These differences, 
minor in their origin, had a tendency to increase, at least to increase 
in their effect as the trade became larger, the need of uniform phrase- 
ology as well as to recognize the importance of a strict application 
of the inspection rules. 

The Grain Dealers' National Association, which has many 
hundred members throughout many states, with a strong represen- 
tation of board of trade and exchange members, together with the 
Chief Grain Inspectors' Association, set themselves the task of 
bringing about uniformity of practice throughout all of the states 
and markets east of the Rocky Mountains. It has energetically 
continued the work until with very minor exceptions it has become 
an accomplished fact. West of the Rockies, probably due to the 
dry harvest season, grain is stored in sacks when threshed and piled 
in sheds for longer periods, and remains in the sacks until used, 
even being exported in that way. Its quality is quite unlike that 
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grown east of the mountains and requires entirely different rules. 
Grain arriving at its initial market, when graded, is likely to remain 
of that grade until finally disposed of. 

It may lose its identity through being stored in bins with grain 
of like grade and quality, to be inspected out of store of the same 
grade when shipped, or used, or if susceptible of improvement by 
cleaning or blending with other lots or parcels, it may pass to a 
higher grade, or if becoming infested by weevil, or from heating or 
in any way deteriorates in quality it will be degraded, but as a 
general statement, when inspected out of store for shipment or 
use its grade is likely to be found unchanged. Therefore, the bulk 
of grain in commerce in the United States receives its grade at one 
of the markets situated in the states having state inspection laws. 
It is true, that in the aggregate much grain arrives at the seaboard 
and Gulf cities, which for the first time is graded, but the entire 
quantity is small in comparison to the total quantity arriving at 
the principal markets of the Middle West and Northwest. Thus, 
the security of law is applied as a compelling force in the larger 
markets, which by reason of their importance, have influenced the 
creating of standards in less important markets, which through the 
uniformizing influence of association effort, has given to the grain 
commerce of the country the practical effect and result of inspection 
under state law. Originally, and until within recent years, all 
grading was done at the side of the car, commonly known as "track 
inspection.'' At Chicago, Minneapolis, Duluth, Buffalo and in part 
at other markets, what is known as "room inspection" has taken 
its place. 

Established customs are not easily overcome, and there is still 
some difference of opinion as to the relative merits of these 
methods, but there is no disposition on the part of those who have 
made the change to return to the older way. The classification of 
grain into grades is but the expression of expert judgment. Dif- 
ference in the judgment of different men, when, as in Chicago, fifty 
or more at times are required, constitutes the variations sometimes 
complained of as amounting to inefficiency. It will readily be seen 
that fifty men working singly and apart from each other, may 
differ in instances to a degree which those less expert may recog- 
nize ; hence, any system which gets away from the judgment of 
individuals, and in its place puts the combined judgment of several 
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of equal experience and ability, may fairly be held to be an improve- 
ment. Track inspection is the judgment of an individual. Room 
inspection is the combined judgment of several. Room inspection 
has the added advantage of laboratory aid when it is needed, as in 
determining the percentage of moisture, or of mixture with other 
grain, or any of the several conditions which require careful 
analysis and exact determination. Frozen moisture in grain is 
difficult to judge even approximately under favorable conditions, 
but wholly impossible to determine by one whose sensibilities are 
benumbed through exposure. The judgment of an expert inspector, 
who has been on the tracks several hours in the early morning with 
a zero temperature, is practically of no value in determining the 
moisture content of new crop, uncured frozen corn. The laboratory 
test, so easily accomplished under the room system, is exact. The 
efficiency of the room method rests upon exactness in sampling the 
cars, for the inspectors fix the grade of the car, as represented by 
the sample taken from it for that purpose. 

The capability of the samplers to' judge of variations found in 
different parts of the same car, requires that they also shall be 
expert judges of quality. With laboratory aids, and with the 
presence of several inspectors to render combined judgment, there 
is small chance for error in grading. But with cars loaded full, 
even to the roof, a most common occurrence, it is impossible in 
every instance to secure a true sample, one which accurately repre- 
sents the quality of the entire carload. The track inspector is 
equally handicapped when cars are so loaded ; therefore errors due 
to this cause, which is the chief one and responsible for more 
mistakes than any other, are not greater under the room method. 
The railroads are responsible in a large measure for this difficulty. 
They require loading to a given weight in accordance with the 
capacity of the car, usually to within ten per cent of its marked 
rating. Wheat and other heavy grains can be so loaded and leave 
enough room for accurate sampling, but oats, especially in years 
when the test weight per bushel is light, gives the inspection depart- 
ments much trouble. Within the experience of the writer the 
minimum carload has mounted from sixteen thousand pounds to 
ten per cent below the sixty, eighty and one hundred thousand 
pound cars respectively, which comprise mainly the equipment of 
all roads at the present time. Railroad tariffs provide for minimum 
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load of ten per cent below marked capacity of cars. To avoid 
payment of a penalty, when necessary to do so, cars are loaded full. 
Railroad tariffs should provide usual tariff rates on such weight 
as cars may contain when properly loaded for thorough sampling 
for grading purposes. 

These and kindred difficulties of the inspection departments 
pertain entirely to the "in-inspection," that is, the grain arriving 
from the country to be inspected for the first time. The "out- 
inspection," that is, grain loaded at market centers for shipment, 
does not involve the same difficulties. It is sampled as it runs into 
the car or vessel, its true quality thus being easily noted. Occa- 
sional error where the volume of business is large must be expected, 
yet mistakes are few in number when compared with the magnitude 
of the business done. Last year in August the receipts of oats at 
Chicago were above one million bushels per day ; to this add receipts 
of all other grains, amounting in all to approximately two thousand 
cars per day, and the importance of the function of grain inspection 
as carried on in the several markets of the country where it is 
practiced becomes evident. 

Its value to the producer and to the consumer alike is apparent. 
It was said a few years ago by an Englishman of prominence in 
the grain trade, that of all the inventions of human ingenuity in 
the grain business, the American system of grading is the greatest. 
I have said that it is distinctly an American institution. Canada is 
the only country which has fully adopted it. Nearly all foreign 
countries prominent in the exportation of grain, handle it, as it is 
done in our Pacific states, in bags. Some of these countries have 
adopted it in part, and whenever they shall have adopted the 
method of handling and storing grain in bulk, it will of very neces- 
sity be also adopted. The Australian government and also that 
of South Africa, have made a formal investigation of our methods 
within the current year. Sir Thomas Price, Commissioner of 
Harbors and Railways for the Transvaal, made a tour of this 
country in the early months of this year for this purpose, inspecting 
at Chicago and at country stations in Illinois terminals and country 
elevators. He remarked to the writer that our system was most* 
complete, and our advancement from the older method of handling 
in bags marvelous. In foreign markets commerce in grain is 
carried on in contracts known as "rye terms," the final adjustment 
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of which is a decision of a committee which determines if the 
commodity is of the quality contracted for. 

While this business necessarily is carried on with honor on the 
part of the buyer, yet it is well known that he rarely gets the worst 
of the trade. The seller can never know the final outcome of the 
transaction until the arrival of the grain and the action of the 
committee. Many bitter complaints are made by sellers on this 
side, of their treatment in this regard on the other side of the 
Atlantic. 

Because the foreign buyer of grain on "rye terms" has the 
advantage of the sellers, he naturally objects to buying on American 
terms, which are "Loading inspection certificate final." American 
sellers of grain abroad, for reasons stated, almost without exception, 
refuse to sell on foreign terms. But the foreign buyer is notoriously 
a buyer of the lower priced article. If he be offered standard 
quality grain with a representation that it will undoubtedly arrive 
in safe condition, and at the same time is offered an "off grade" at 
a little less price, even though he be told that the risk attending 
the shipment of it should be considered, that its safe arrival cannot 
be promised, he will, almost without exception, buy the cheaper 
article. And if he be told that he can insure safe arrival as to 
condition for less than half a cent per bushel, he will decline to 
incur even so small an expense and assume the risk himself. With 
full and fair warning, he makes the contract, and when it results 
unsatisfactorily to him, or more likely to his customer to whom he 
sells "to arrive," much and loud complaint is made about "American 
certificates," and talk will be heard of "posting" the market from 
which the grain was exported and which certificates the grain. 
The writer, acting in an official capacity, has had occasion to 
inquire into and investigate foreign complaints about American 
grain, and with just the result as to facts outlined above. It is not 
claimed that our business practices are always free from regrettable 
incidents. That would be improbable. It is but fair to say that 
foreign buyers are as much at fault as are sellers to them on this 
side. The major part of the complaints made relate to winter and 
spring shipments of maize or Indian corn. From the beginning 
of the exportation of this cereal to within a space of ten years, the 
United States had so large a surplus of this grain that the larger 
portion of, indeed practically all that was sold abroad, was of the 
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previous year's crop, well cured and qualified to bear shipment with 
safe arrival assured, as to condition. Foreign buyers confidently 
relied upon it to do so. Our maximum of overproduction was 
reached in the year 1896, at which time we had several hundred 
millions of bushels of previous crop corn on hand at the beginning 
of winter, and the price for number two, which is the standard 
contract grade, sold as low as nineteen and one-half cents per 
bushel. Since that time our home consumption has steadily and 
rapidly increased, and notwithstanding we have also increased our 
production until the last crop, that of 1910, exceeded three thou- 
sand million bushels as against two thousand millions at the time 
of the low prices referred to. Practically speaking, there is now 
no previous year crop corn on hand in this country on December 1. 
The effect of this is that the foreign buyers, as well as the home 
dealer, must of very necessity, if he buy corn at all, take from the 
new crop uncured, moist corn, unfitted as yet to bear prolonged 
shipment, especially across the ocean. It would appear that the 
United Kingdom and European buyers are slow to appreciate these 
simple facts, and because of successful purchases of former years 
continue to buy uncured corn with confidence. The buyer is fully 
advised of the risk he assumes and he is plainly told that only 
artificially dried corn will take the place of the dry corn of summer, 
but as this adds materially to the cost, he buys the lower priced 
grade and takes the risk. And, as before stated, when the purchase 
does not turn out right he complains bitterly, and asserts that our 
inspection system is faulty. Indeed, the same English gentleman, 
quoted herein, as complimenting our system of grading, now 
expresses his belief that our practices have become so very repre- 
hensible and uncertain that the federal government should assume 
the function of inspecting grain. 

If the foreign buyer would insist upon buying on the basis of 
uniform inspection rules, and would use care in buying those grades 
which will safely bear shipment, or when buying new crop corn 
would do so on a specified moisture content of not above seventeen 
per cent in winter, and fourteen per cent in spring months, he 
would, as shown by experience, have no trouble, the safe arrival 
of the grain being thus assured. Moisture content certificates are 
now obtainable in all markets. The United States Government 
maintains laboratories at all shipping centers, and nearly all 
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exchanges likewise possess them. Shippers may use either. The 
government renders the service free. With the advent of summer 
the trouble disappears, nature having completed the cure through 
the natural drying of the corn as it reposes in the crib of the grower 
unshelled. But, by way of emphasis, as stated, the foreign buyer 
persistently prefers to buy cheaper corn, cheaper because of the 
higher moisture content. The fault is his own. He may eliminate 
that of which he complains by buying a higher grade of grain, that 
which has been kiln dried to a safe shipping condition. It is a 
mistake, in view of these and other facts, to attach too much impor- 
tance to complaints of this nature. There is small reason for our 
representatives at Washington asserting, as some of them have, that 
our commerce is being injured by our exporters. The trouble 
with the whole matter is not original with them. It has its origin 
primarily abroad. The foreign buyer can always buy any grade or 
quality he wants to buy, and he has no excuse which is deserving of 
respect, when he buys a cheap article, or when he neglects to use 
ordinary prudence in making contracts. It is a well established 
principle in economics that profits are in proportion to risks. The 
risk to be assumed in the export of grain may be reduced to a 
minimum through buying commodities of standard quality. The 
complete cure for the ills the foreigner complains of suggests itself. 

Proposed Federal Inspection 

The movement for federal grading of grain was begun in the 
fifty-first congress, 1890. Senator Ingalls introduced a bill for 
uniform standards of classification and grading of grain. Other sim- 
ilar bills were introduced from time to time until, in the second ses- 
sion of congress, on January 19, 1903, Senator McCumber intro- 
duced a bill, the provisions of which were much more extensive and 
minute than any previous bill. Former bills, in the main, sought 
only to establish standards to be observed by existing inspection 
departments, in order that uniformity might obtain. Senator Mc- 
Cumber's bill contemplates the assumption by the government of 
the function itself, seeking to set aside and displace existing state 
and exchange authority so far as possible. 

Senator McCumber has introduced his bill into each successive 
congress up to, and including, the present congress. A reading of the 
bill as it now stands will help in fully comprehending its import. 
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IN THE SENATE OF THE UNITED STATES 

April 6, 191 1. 

A BILL 

To provide for the inspection and grading of grain entering into interstate 

commerce, and to secure uniformity in standards and classification of 

grain, and for other purposes. 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Secretary of Agriculture 
shall organize in the Bureau of Plant Industry of his department a section 
of grain inspection and grading, and shall, according to the rules of the 
civil service, appoint such experts and other employees as may be deemed 
by him necessary to carry out the provisions of this act. 

Sec. 2. That said secretary shall also appoint, in accordance with the 
rules of the civil service, at each of the following cities, to wit, Portland, 
Maine; Boston; New York; Philadelphia; Baltimore; Chicago; Minneapolis; 
Duluth; Superior; Kansas City, Missouri; Saint Louis; New Orleans; 
Seattle; Tacoma; and San Francisco, and at such other important centers 
of interstate trade and commerce in grain as he may consider necessary or 
proper for carrying out the provisions of this act, one chief grain inspector 
and such assistants as may be required to inspect and grade grains as herein 
provided: Provided, however, That said secretary may appoint a chief or 
deputy inspector at such important point of intrastate grain trade as shall 
furnish sufficient inspection service to fully pay the expenses of maintaining 
an inspection at such point, when the said secretary is assured that the 
grain trade interests at such point are desirous of securing federal inspection ; 
but in no case shall such inspector inspect or grade such intrastate grain, 
except upon request of the owner thereof or his agent. 

Sec. 3. That said inspectors shall be paid a salary or compensation 
to be fixed by the Secretary of Agriculture, which shall correspond as near 
as possible to salaries and compensations paid other officers or employees 
of the government performing similar duties. 

Sec. 4. That the Secretary of Agriculture shall make all needful rules 
and regulations governing the inspection and grading herein provided for. 

Sec. 5. That said Secretary of Agriculture be, and he is hereby, 
authorized and required, as soon as may be after the enactment hereof, to 
determine and fix, according to such standards as he may provide, such 
classifications and grading of wheat, flax, corn, rye, oats, barley, and other 
grains as in his judgment the usages of trade may warrant and permit. 
In the inauguration of the work herein provided he may, if in his judg- 
ment the best interest of trade and commerce in said grains require it, 
adopt the standards of classification and grades now recognized by commer- 
cial usages or established by the laws of any state or by boards of trade 
or chambers of commerce, and may modify or change such classifications 
or grades from time to time as in his judgment shall be for the best 
interest of interstate and export grain trade. 

Sec. 6. That when such standards are fixed and the classification and 
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grades determined upon the same shall be made matter of permanent record 
in the agricultural department, and public notice thereof shall be given 
in such manner as the secretary shall direct, and thereafter such classifi- 
cation and grades shall be known as the United States standard. 

Sec 7. That from and after thirty days after such classifications and 
grades have been determined upon and fixed, and duly placed on record as 
hereinafter provided, such classification and grading shall be taken and held 
to be the standard in all interstate commerce in grain. 

Sec. 8. That it shall be the duty of any railroad company, steamship 
company, or other firm or corporation or private individual engaged in the 
transportation of grain destined to any state, territory, or country other 
than that in which it is received for inspection, or received from any 
other state, territory, or country than that to which it is consigned, to notify 
the chief grain inspector at the place of destination of any consignment 
of grain, within twenty-four hours after its arrival, that a shipment, cargo, 
or load of grain is in its, their, or his hands and the place of destination 
of said grain. 

That it shall be unlawful for any person herein named to wilfully 
unload or otherwise discharge any load, cargo, or consignment of grain 
which has been at any time during the period of its transit an article of 
interstate commerce and which has not been inspected in accordance with 
the provisions of this act, until the same has been inspected as provided 
herein. 

Upon the receipt of such notice the said chief inspector shall cause 
the said grain to be inspected and graded in accordance with the classi- 
fication and standards fixed by said secretary, and to issue and deliver a 
certificate of inspection showing such grade and classification in such form 
as may be provided by rules prescribed by said secretary. 

Sec. 9. That it shall be the duty of said inspectors to inspect and 
grade all grain which at the time of inspecting and grading of the same 
has been shipped from any other state, territory, or country than the state, 
territory, or country in which the same is inspected, or is intended for 
shipment into any other state, territory, or foreign country before the 
same is unloaded from the car, vessel, or other vehicle in which the same 
was or is being transported, and to charge and collect from the owner 
thereof such fees for the inspection of said grain as may be fixed by the 
Secretary of Agriculture, who shall have the power to fix the rate of 
charges for the inspection of grain and the manner in which the same 
shall be collected, and which charges shall be regulated in such manner 
as will, in the judgment of the Secretary of Agriculture, produce sufficient 
revenue only to meet the necessary expenses of the inspection service, said 
fees to be covered into the Treasury of the United States as miscellaneous 
receipts, in the same manner as for other miscellaneous receipts : Provided, 
however, That such inspector, upon request of the owner or agent of any 
grain at the point or place where an inspector may be located, whether 
or not the grain has entered into interstate commerce, shall inspect the 
same and deliver his certificate therefor in the same manner as other 
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inspections are made and for the same charge; and whenever the owner 
of grain at such place shall request and furnish facilities therefor, said 
inspector shall also weigh such grain and deliver to the owner or his agent 
his certificate showing the gross and net weight of such grain, under such 
rules and regulations as may be prescribed by the Secretary of Agriculture. 

Sec. 10. That no inspector or deputy inspector of grain shall, during 
his term of service, be interested, directly or indirectly, in the handling, 
storing, shipping, purchasing, or selling of grain, nor shall he be in the 
employment of any person or corporation interested in the handling, storing, 
shipping, purchasing, or selling of grain. 

Sec. ii. That any person interested in any consignment of grain 
inspected under the provisions of this act may appeal from an inspection 
made by any assistant inspector to the chief inspector at the point where 
such grain is inspected, and from said chief inspector to the Secretary of 
Agriculture. Said secretary shall make all needful rules and regulations to 
govern appeals. 

Sec. 12. That when any grain which having been inspected and certificate 
of inspection issued hereunder is mixed with any other 'grain not inspected 
or with grain which has been inspected and certified at a different 
grade, the same shall not be shipped out of the state where such mixing- 
is done without being reinspected and graded ; any such person or corpora- 
tion shipping such grain as aforesaid without reinspection shall be deemed 
guilty of a misdemeanor. 

Sec. 13. That the shipment or consignment of any grain aforesaid 
from any of the places mentioned herein to another state or foreign country 
without the same being inspected and graded as herein provided is hereby 
prohibited ; but where grain has been once inspected hereunder, and remains 
unmixed with other grain, the same need not be reinspected at the place 
from which it is exported : Provided, however, That said secretary may, 
in his discretion, reinspect any cargo of such grain before the same is 
exported. 

Sec. 14. That it shall be the duty of the inspectors and assistants 
to investigate the handling and weighing of grain inspected by them, and 
to make such report thereon as the said secretary may require ; and it 
shall be the duty of every person or corporation weighing such grain 
to allow inspection of such weighing and handling by said inspectors. 

Sec. 15. That any person or corporation who wilfully does any act 
prohibited herein or who wilfully refuses or neglects to do or perform 
the things required of him under the provisions of this act shall be deemed 
guilty of a misdemeanor, and upon conviction thereof, shall be punished 
by a fine in a sum not to exceed five thousand dollars, or by imprison- 
ment not to exceed one year, or by both fine and imprisoment. 

Sec. 16. That for salaries and for all other expenses in the city 
of Washington, or elsewhere, deemed necessary by the Secretary of Agri- 
culture to carry out the provisions of this act there is hereby appropriated, 
out of any money in the treasury not otherwise appropriated, eight hundred 
and fifty thousand dollars. 
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Sec. 17. That this act shall take effect and be in force from and 
after the first day of January, nineteen hundred and twelve. 

There are reasons for believing that the author of this bill has 
in view what he believes to be the needs of his own State of North 
Dakota, rather than the question as a whole without taking into con- 
sideration its effect upon the entire country. That there is not now, 
nor has there ever been, a popular or public demand for this legis- 
lation may be confidently asserted. It may be fairly doubted, but for 
the activity of its author, that it would not have been heard of during 
recent years. There are but three of the surplus grain states which 
do not have their own primary markets. These being the two 
Dakatos and Iowa. 

The latter state consumes largely of its product, being a large 
producer of fat cattle and hogs, and also has numerous mills and 
cereal manufacturing interests of importance. The surplus grain 
from these three states enters interstate commerce, that of North 
Dakota naturally going to the two Minnesota markets of Min- 
neapolis and Duluth. It has been claimed by the author of the bill 
that the people of North Dakota believe that the grain inspection 
law of the State of Minnesota works a hardship to the farmers of 
their state. The legislature of North Dakota memorialized the 
legislature of Minnesota on the subject, but without securing relief; 
therefore, the desirability of a federal inspection law. It is the 
belief of those well acquainted with the matter that much aid and 
comfort has been given the McCumber propaganda by the Depart- 
ment of Agriculture. 

Some of the assistants to the secretary have stated to the 
writer, however, that the department does not desire the full 
control of inspection of grain throughout the country, provided for 
in the McCumber bill. It rather desires to be helpful only to the 
inspection departments of the several states and exchanges where 
the practice is already established or hereafter to be established. 
It does not wish to assume the burden of administering in detail so 
large a work, nor does it feel warranted in interfering so extensively 
with established conditions, especially without a more general 
demand that it should do so. The farmers generally have a very 
imperfect conception of the entire question of grading of grain. 
It is a well established fact that, notwithstanding they plant, reap 
and market it, as a class they are not at all expert in closely judging 
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quality. The proposed enactment has met with small favor by the 
grain trade. At only two of the primary markets have dealers 
expressed a preference for it, and in these markets the trade is by 
no means a unit in favor of it. These markets, St. Louis and 
Duluth, are, by reason of their geographical situation, so to speak, 
astride of state lines. The conflict between the local inspectors of 
the separate states, the certificates of both being used, has brought 
about petty annoyances and jealousies which would gladly be 
eliminated if possible, and a cursory view of the problem has 
suggested a cherished relief in federal inspection. 

It should be remembered that federal inspection could be 
applied only to grain in interstate commerce. By no possibility 
could the federal authority be imposed on intra-state grain, that 
moving wholly within a state. As before noted, there are but three 
surplus grain states which do not have their own markets to which 
a major part of the product of the state is consigned for sale. 
Therefore, federal inspection would be inoperative to a large 
degree, for until grain should have entered interstate commerce, 
could it be inspected by a federal inspector, if there were such, 
only on request of the owner. This being unquestionably the case, 
it is clear that existing departments would continue of necessity. 

In some of the states, as in Illinois, for example, public storage 
elevators require a state license, and the certificates issued by them 
must be registered by the state registrar, the grading and public 
warehousing of the grain being the principal features of a general 
plan calculated to be of great benefit to producers and consumers, 
as well as to those engaged in merchandising it. It is improbable 
that any part of this law would be repealed because of federal 
enactment. When the Interstate Commerce Commission was 
created none of the states repealed their railroad laws and turned 
over to that body the regulation of intra-state rail rates, rather 
the several states became more active in the matter of state control. 

Furthermore, grain in interstate commerce and graded under 
authority of the government would not of necessity remain so. A 
single example will suffice. If loaded at Chicago, Duluth or any of 
the upper lake ports for shipment to lower lake cities, being inter- 
state commerce the grain would fall within the jurisdiction of the 
'government, but on arrival at destination would lose its identity on 
being unloaded and would be at rest within state authority. If at 
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Buffalo or Ogdensburg it could be then loaded out and shipped to 
any part of the State of New York, including the great market of 
New York City, or if at Erie, could be shipped to any part of the 
State of Pennsylvania, including Philadelphia, and would be intra- 
state. Thus, its original inspection which the farmer would be most 
interested in, and its final sale in which the consumer would be 
equally interested, would both be intra-state, unless, as stated, federal 
inspection was requested. It may be conservatively stated that 
not half of the grain in commerce day by day, the country taken as 
a whole, could be made amenable in matters of inspection to the 
authority of the general government. 

Double inspection would be imposed on a large quantity of 
grain, inasmuch as present systems would be continued. This, so 
far as it was applied to the initial grading, would be borne by the 
farmers, for all expenses incidental to marketing produce is 
deducted from the price originally paid the producer. And like- 
wise in its application to the final disposition of the grain, if inter- 
state business, the buyer would pay for it in the price. If double 
inspection was thus applied to all of the grain received and shipped 
from Chicago alone, it would amount to two hundred thousand 
dollars per annum at the current rate of fifty cents per thousand 
bushels. 

The objections herein offered to federal inspection of grain, 
are those of a practical nature. Other objections might with 
propriety be urged. The objection to paternalism in government 
has been mentioned in this connection. That the function of gov- 
ernment is to govern. That government should keep hands off the 
business of the country as a competitor and should not in any way 
interfere with established authority now actively rendering such 
satisfactory service as can with reason be expected, and far more 
satisfactory than could be expected of a government department. 
The people are not willing to cast aside the result of most careful 
effort covering a period of nearly forty years and substitute there- 
for an experiment, a new creation of doubtful capability, and of 
political control. It is the better part of judgment to hold fast to 
that which is good. At the close of a hearing by the Senate com- 
mittee on agriculture in February, 1909, its chairman, the late 
Senator Dolliver, remarked to the writer who had just closed a 
representation against the McCumber bill. "The more I come to 
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know about this question, the more I am convinced that it is a 
matter for business men, and we legislators would better let it 
alone." The conclusion of Senator Dolliver was based on consid- 
eration of the question covering a period of several years, during 
which, as a member of the Senate committee, he had heard many 
arguments both for and against. It may well be accepted as a 
wise and sound conclusion. As evidence that his committee coin- 
cided with his opinion, is the fact that the bill was not reported 
out by it. 

Value in Consummating Transactions at Home and Abroad for 
Present and Future Delivery 

The system of grading greatly facilitates the selling of grain 
for future delivery. This has become so large and so important 
a feature of grain in commerce that its brief discussion may not be 
out of place; 

Production imposes ownership of the product. This is a simple 
truth and so commonplace that its importance is generally ignored. 
Each crop, generally speaking, is a year's supply. And of necessity 
some one must own, from the time of production to the time of 
need, the food necessities of the people. Ownership is inseparable 
from the risk incidental to the fluctuations of price, due to the 
vicissitudes of the seasons, and therefore is most uncertain. Who- 
ever assumes this risk, if he does it with a knowledge of all known 
conditions affecting values, renders a great service to society, in 
helping to carry the food necessities of our ninety millions of 
people. Each person requires five bushels of wheat per year, as 
well as other products of the soil The carrying of this enormous 
food supply involves responsibilities seldom fully comprehended. 
It should be remembered that in finality all products of the farm 
are for the use of the people. If bountiful crops are harvested and 
plenty fills every granary, prices will fluctuate less than if drought 
and early frost, or both, operate to diminish the supply, or have the 
result of scarcity. The Department of Agriculture systematically 
gathers reliable information about acreage, growing conditions of 
the crop, percentage of old crop on hand, and at stated frequent 
intervals publishes it in detail. This information is eagerly sought 
by all interests, inasmuch as the prosperity of the entire country 
depends upon the creation of new wealth. It is also a matter of 
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concern to almost everyone to know if there be a plenty or a scarcity 
of food necessities; if they will be cheap or dear. This has ever 
been the basis of transactions of large and, at times, of enormous 
proportions. 

Thirty-six centuries ago Joseph stored large quantities of 
wheat in Egypt in times of plenty against times of scarcity. Un- 
doubtedly the practice was ancient in his time. In our day the 
practice of buying and selling for future delivery has not only 
become a part of the business of every miller and every jobber of 
grain, but has become the business of a distinct class of men who 
are willing to take fair risks, based on their knowledge of condi- 
tions. Mr. Justice Holmes, of the United States Supreme Court, 
in a decision says : "People will endeavor to forecast the future 
and to make agreements according to their prophecy. Speculation 
of this kind by competent men is the self-adjustment of society to 
the probable. Its value is well known as a means of avoiding or 
mitigating catastrophic s, equalizing prices and providing for periods 
of want." 

Storage merchants, millers, jobbers and owners generally of 
any considerable quantity of grain practice more or less, the 
elimination of the risk of ownership due to market fluctuations, by 
making hedge sales. Hedge sales are insurance against loss. 
Having a given quantity of grain on hand and effecting a hedge 
sale of the same quantity, it is plain that a rise or a fall in the price 
neither gains a profit or makes a loss. The loss on the grain on 
hand in event of a fall is offset by the profit in the hedge contract 
due to its also having declined and conversely. It places a merchant 
or a miller in the position of having a stock on hand with which to 
do business and of having insurance against loss. He may buy 
back any day any part of his hedge which may be needful to offset 
his sales of that day from his stock. 

Hedge sales are always of the standard grade of No. 2, as 
No. 2 wheat or No. 2 corn. Transactions in millions of bushels, 
sometimes daily, for foreign account, are consummated in the 
Chicago market. The United Kingdom and Continental markets 
are all liberally represented in this business, there being no other 
market where orders in such quantities can be executed. 

This is because of our system of classifying grain into grades, 
and the storing of graded grain in enormous quantities. As this is 
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written there is in store in Chicago more than twenty million 
bushels of wheat. The standards of grade are well known in all 
foreign markets. The carrying of the grain which enters the com- 
merce of the United States, and to a large degree that also of 
Europe, results in the selling and buying for future delivery of 
enormous quantities. As it moves along the highway of commerce 
it changes ownership many times between the period of production 
and that of consumption. Each different owner may hedge it, 
buying back his hedge when he sells the commodity itself. It 
transpires that the total grain thus sold and bought for future 
delivery many times exceeds the quantity produced. The same may 
be said of the currency of the country, the business of the country 
every day many times exceeding the circulating medium of the 
country. The United States Government is most active in dissemi- 
nating all crop information procurable, as well as reporting stocks 
of previous crops in farmers' hands, thus affording information 
calculated to influence values, it follows that these reports are 
anxiously looked for by all holders of food necessities, with the 
result of more or less change of value. Favorable crop conditions 
operate to depress values, unfavorable conditions or small remaining 
stocks having the opposite result. 

As with all business carried on in an extensive manner, abuses 
of greater or less degree accompany it with many regrettable 
occurrences. 

The daily press greatly exaggerates market episodes, treating 
them in a sensational manner. The great, broad stream of com- 
merce in grain flows silently by with scarcely a thought on the part 
of anyone about its tremendous volume and importance, but every 
ripple on its surface is quickly recognized and is featured far beyond 
its deserts, all for the sake of a sensational article to help make 
their particular issue popular. This has become a veritable 
nuisance, and when officers of the exchanges have remonstrated 
with the managing editors and have asked that the simple facts be 
printed, they have been told that the public demands something 
sensational. Reference is made to it here because the exchanges 
have suffered keenly from this most unwarrantable license of the 
press. The long time which elapses between production and con- 
sumption, between contracts and their performance, makes it 
extremely important to have men with a knowledge of universal 
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conditions anticipate the wants of the people and assume the risks 
of the market. The effect of this service is to render prices more 
steady and to equalize values. 

The proof of this is found in the fact that, before selling and 
buying for future delivery was so largely practiced, the margin of 
profit required by those who carried the grain from the time of 
production to the time of need was much wider than now. Without 
it the grain trade of the country, as it now is in all other surplus 
grain producing countries, would be in the hands of a few men of 
strong financial standing. In fact, in our own country nearly all 
farm products not traded in on the exchanges for future delivery 
are so controlled. Perishable articles, such as potatoes, or those of 
great bulk such as hay, do not lend themselves to trading of this 
kind. The fresh meat business, tobacco and other less important 
articles are controlled by trusts. 

The system of inspection of grain is a most beneficent one. It 
is practiced throughout the country with substantial uniformity. 
As now established, it serves the needs of the people as fully as such 
a system can. 

Existing departments are administered with more direct respon- 
sibility to the grain trade of the country than would be possible 
under federal inspection. 

It serves a broad purpose, determining the quality, leaving only 
the price to be adjusted in consummating transactions. It affords 
a well determined basis for time contracts. It is an achievement 
of the grain trade of the United States and should be jealously 
guarded through strict application of its rules, and cared for as a 
priceless possession of producers and consumers as well as those 
engaged in the distribution of farm products. 
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GRAIN INSPECTION IN ILLINOIS 



By W. Scott Cowen, 
Chief Grain Inspector, Chicago. 



Grain inspection, as understood in this day and ge»eration, has 
a far more important meaning than that ascribed to it in earlier 
history, and the grain inspection department of the present has 
necessarily become a vastly more essential factor in the transaction 
of business as between the producer, dealer and consumer. Our 
present system of inspection, however incomplete, is not the incep- 
tion of the moment, but rather the outgrowth of the wonderful 
evolution that has taken place in the methods of marketing and 
handling grain within the last half century. As the trade continues 
in its progressive strides, so must the work of the inspectors 
improve to meet the demands and added responsibilities. 

Up to a time within the memory of many of us, the harvest was 
delivered in its virgin state direct from the field to the nearest 
mill. Machines for cleaning, purifying and preparing grain were 
almost unknown. As the classifications of the different cereals 
were then comparatively few, there was little need of especially 
trained experts to determine the various standards. Later, with 
the advent of a vast network of transportation facilities, there 
came about the centralization of storage houses and mills and a 
consequent broadening of the markets. With this change came the 
demand for a more general system of inspection. 

To-day, with the dawn of an era of intense energy and 
specialization in trade, while the product of the farm is becoming 
greatly diversified under scientific treatment and while ways are 
being devised and machinery manufactured for the purposes of 
manipulating this product into almost every conceivable condition 
and appearance, it is useless to contend that the system of inspec- 
tion so long in vogue has not outlived its usefulness. The depart- 
ments must follow in the footsteps of progress and adopt advanced 
methods in determining the varieties, the quality and condition, and 
in many cases the methods pursued to attain quality and condition, 
demanded by the miller and the consumer when buying grain for 
specific purposes. 
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The "Track" system of grain inspection, the system so long 
in general use in all inspection departments and so designated from 
the fact that the work is performed and the grades established at 
the tracks of the different railroads instead of at a central office, 
had its origin on the Chicago Board of Trade in the year 1858, 
and was adopted by the Illinois state grain inspection department 
when the state assumed the responsibility of grain inspection under 
legislative enactment in 1871. 

Since that time, however, there have been many changes in 
the methods of handling grain. The inspection yards were removed 
to points remote from the city. This made the work of inspecting 
much more laborious and added many new responsibilities not 
contemplated when the system was first inaugurated. In under- 
taking to cope with the changing condition of the trade without 
modifying the system the department in time began to deteriorate 
and the work of the inspectors became so uneven and unsatisfactory 
that Chicago inspection finally came into general disrepute and her 
market was avoided whenever possible. 

These conditions prevailed when the present chief inspector 
assumed charge in 1904. Upon investigation, the criticism in most 
cases appeared to be well founded, but under the system in use the 
defects became almost unsurmountable. The thirty odd inspectors 
distributed among the different railroad yards and at the several 
elevators, without means of conferring one with another, and with- 
out the proper supervision, had necessarily to depend upon their 
individual judgments, and they were, therefore, to all intents and 
purposes the heads of thirty separate and distinct departments, 
each operated in accordance with the judgment of the inspector 
in charge. 

While doing their work they were subjected to the manv 
varying conditions of heat, cold, rain and snow, and the examina- 
tions of necessity had to be done hurriedly when the receipts were 
heavy. After the grades were fixed, samples of the contents of 
the cars were taken directly from the railroad yards to the consignee 
or receivers on the board of trade without being reviewed by the 
chief inspector or any supervising inspector, by men who acted as 
receivers' agents, and who were in no manner a part of the inspec- 
tion department force. If the inspector had erred in judgment in 
fixing the grade of any car of grain, there was no opportunity of 
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correcting such error until after the receiver of the grain had 
lodged a complaint, which very frequently he neglected to do. 
There was no check upon him or upon his work except as a rein- 
spection or an appeal was called for. He did his work carefully 
or otherwise according to his own ideas of carefulness or the 
convictions of his conscience or as his convenience dictated and 
when the arrivals were very heavy it was frequently impossible for 
him to give that careful attention to each individual car which the 
importance of the work demanded. In inclement weather cars could 
also be passed by and inspection postponed from day to day until 
better conditions prevailed without the knowledge of the department 
or reference to the financial interests of the shipper or receiver. 

The essential and material elements of correct grain inspection 
are uniformity and accuracy, and under any system which does not 
permit of a constant personal supervision of the work of all inspect- 
ors, these results cannot be obtained. The tendency of the inspector 
at the track was to follow an absolutely safe course and to be sure 
that when a car was given a certain grade it was fully entitled to 
receive it. In "line" cars the tendency was never to give the grain 
the benefit of a reasonable doubt, to which, in my opinion, it is 
entitled. At the elevator, on outgoing shipments, the opposite 
condition prevailed. Here the grain always received the benefit of 
every doubt, and it was the duty of the high salaried elevator 
superintendent by scientific mixing to see that the "doubt" usually 
existed. It was therefore between these in-inspections and out- 
inspections, the men working under direct opposite pressure, that 
there was a constant drawing apart, the farmers' produce receiving 
a rigid inspection when received at the market and a lax inspection 
from the elevator when the grain was released for shipment. 

Recognizing these conditions as prevailing in the Illinois depart- 
ment when I assumed charge, I at once gave the subject serious 
consideration. The first move was to develop a school of instruction 
for the inspectors, and by the use of type samples of the different 
grain and grades, seek to instill into their minds a greater degree of 
uniformity and accuracy. The inspectors were required to report 
frequently at the office of the chief inspector, where these type 
samples, and ofttimes samples of grain that they themselves had 
previously inspected, were placed before them, and they were 
required to record their respective decisions as to the different 
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grades. When errors were made they were shown to the inspector 
making them and their mistakes in judgment carefully explained. 
These examinations, from an educational standpoint, proved very 
beneficial, as the differences of opinion were at these meetings fully 
discussed and adjusted, and the inspectors were thus enabled to 
develop more accurate and uniform conclusions. 

Improvements were quite noticeable as the result of these 
reviews; still the inspection as a whole was far from satisfactory. 
Further investigations were made, visits were paid to the inspection 
departments of other states, and frequent conferences held with the 
grain committee of the board of trade. As a result, I became thor- 
oughly convinced that there was but one final solution to the entire 
problem, and that there must be a careful review made of every 
car inspected, and no distinction should be made between grain 
arriving and that being shipped out. 

Thus originated the system of "office'' inspection that is used 
in Illinois to-day, a system that preserves annually to the producers 
of grain large sums of money, and renders to the trade generally a 
service at once complete and satisfactory. This plan in general 
provides that samples of every car or boat of grain inspected in 
Chicago shall be subject to review by the most competent inspectors 
in the department, and that reinspections or appeals may be allowed 
to those desiring them with the least possible delay. 

"Office" inspection consists in collecting samples of all cars of 
grain arriving daily on all of the different railroads entering the 
City of Chicago ; bringing these samples to the main office of the 
inspection department, where are assembled a corps of the most 
competent inspectors procurable ; and there, under most favorable 
conditions of light, temperature and atmosphere, the samples are 
taken charge of by the inspectors and the grain carefully graded 
therefrom. The collectors of the samples are divided into groups of 
men, the number in each group being adjusted in accordance with 
the average daily receipts on the respective railroads to which they 
are assigned. Each group of samplers is under the control and 
direction of a chief sampler who in most instances had previously 
been a regular grain inspector. This chief sampler is held respon- 
sible for the work of his assistants, and the strictest discipline is 
enforced. To add to and increase the efficiency of these several 
groups of samplers there is a supervising sampler who was pre- 

(399) 



82 The Annals of the American Academy 

viously a regular grain inspector, whose duty it is to travel daily 
from one road to another as seems necessary, to observe and "keep 
tab" on the work done by each group and see that every man does 
his full duty. 

The agents of the different railroads deliver each morning to 
the chief sampler of each group the railroad notices of the cars in 
the yards ready for sampling on that particular day, and these 
notices are brought to the main office with the samples. The samples 
consist of two quart bags filled with grain drawn from different 
parts of the car and representing its average contents. In case of 
differently marked conditions in the grain, or if a car shows that 
it has been "plugged" for the purpose of deception, several samples 
are drawn to indicate the various differences of quality and condition 
of the contents. In case of a bulkhead car, each compartment is 
sampled as if from an entire car. These samples are hurried by 
the first train into the city and are met at each railroad station by 
an express wagon operated for the department and delivered at 
once at the main office. 

The position of a "track grain sampler" is in no way an easy or 
inferior one. It is of the greatest importance and fully as respon- 
sible a position as that of the grain inspector who grades the 
samples upon their arrival at the main office. The sampler's work 
must necessarily be correct as to the samples of the contents of the 
cars, as the inspector at the office depends entirely upon the accuracy 
of the samples placed before him in making the grades. A grain 
sampler must be in good health and strong physically ; able to 
endure exposure in all kinds of weather. He must also be intelligent, 
industrious and full of enthusiasm, always recognizing the respon- 
sibility resting upon him and willing to endure many hardships in 
the performance of his important duties. 

On the arrival of the samples at the main office they are 
immediately taken in charge by the inspectors. The bags containing 
them are placed upon a shelf attached to each inspector's table. 
They are then emptied one at a time into a tin grain-pan, or receiver, 
and immediately inspected and graded. In case of what is termed 
a "line car," that is to say, a car so nearly on the dividing line 
between any two particular grades, that the inspector hesitates or 
is in doubt as to the grade to which it is entitled, he calls on the 
chief grain inspector or the supervising inspector, who is always 
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present, and their combined judgment determines the grade. Fre- 
quently all of the inspectors are called around the table holding 
some particularly difficult sample and each inspector is required to 
make a grade for it and give his reasons therefor. In this way a 
full and free expression of opinion is obtained, and through the 
interchange of such opinions educational suggestions are developed, 
and consequently a greater uniformity of opinion results as well as 
greater accuracy. 

Immediately after the grade has been determined and the same 
noted upon a card, signed by the inspector making the grade, this 
card is placed in the bag, to which the sample has been returned 
and passed to a table at which is seated the record writer, who 
takes the card and enters all of the notations thereon upon a record 
sheet. These notations consist of the car number, name of the 
railroad over which the car arrived, the grade given the grain, and 
the reasons given for so grading the sample, with the name of the 
inspector who graded it and the sample hook on which it is to be 
hung. 

The sample is then carried to what is called the "splitting 
department," where a group of men stand at tables especially built 
for the purpose. These men take the samples and divide them into 
equal parts. One-half is placed in a paper bag on which is written 
the car number and the initials of the railroad over which the car 
arrived, the grade fixed, and the name of the firm to whom the 
grain is consigned. The railroad notice is placed inside this paper 
bag along with the sample. To verify the first inspection, the 
samples are once more carefully reviewed by two inspectors stationed 
in the splitting department, whose duty it is to closely examine the 
notations written on the bags to see that they are correct; they 
also review the contents, and if an error has been made, it is then 
corrected. 

If all these precautions are necessary under the present system 
to assure a correct grading, what must have been the chaotic condi- 
tions under the old system, when there was no check whatever on 
the inspector's work, working as he did, alone and dependent 
entirely upon his own unassisted judgment? It is surprising now 
that grain dealers exercised the patience which they did for so many 
years with such a system. 

After this second inspection, or review, the samples are passed 
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to an authorized agent, whose duty it is to place them in baskets 
for delivery to the board of trade. Messengers then hurry them to 
the exchange floor of the board of trade, where they are placed on 
the tables of the firms to whom they have been consigned. The 
other half of the sample is returned to the bag from which it was 
taken and carried to the sample room and hung upon a revolving 
sample rack. Each sample being numbered, it is placed upon a 
hook having the number corresponding to that of the sample, where 
it can be readily located if necessary. These samples are preserved 
upon these racks for twenty-four hours; and at 1.30 p. m. of each 
day the samples for the previous twenty-four hours are emptied. 

When reinspection is now asked for, a decision can be obtained 
within thirty minutes, while formerly it required from two to 
thirteen days, during which time the burden of risk (frequently 
very expensive) was entirely on the shipper. The regular inspection 
yards being located at long distances outside of the city limits, the 
cars had to be switched to what are called "the inner yards" for 
reinspection, involving the risk and loss of time just mentioned. 
These delays were frequently not only the cause of demurrage 
charges, but also of the grain getting out of condition, making it 
necessary in such cases to finally fix a lower grade than the one 
originally made. This would not have occurred if the grain could 
have been reinspected more quickly. Note the contrast with the 
present which by its prompt and efficient service absolutely 
eliminates all such delay and prevents the loss resulting therefrom. 

This is a general description of the work of inspecting grain 
arriving, which is performed much more rapidly than it can be 
described. It has developed to a much greater degree than ever 
before known on the Chicago market, that accuracy and uniformity 
in the inspection of grain so much desired by all intelligent and 
honest dealers; and has obviated the many complaints that here- 
tofore were received because of the lack of uniformity and 
correctness. 

A satisfactory system of inspecting grain "arriving" at Chicago 
having been developed, the inspection of that "loaded out" of the 
elevators was next given attention. It had long been claimed that 
the inspection in and out of elevators was lacking in uniformity, it 
being asserted that the inspection in was much more severe than 
the inspection out. To overcome this condition, it was determined 
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to review, or reinspect, the work of the house inspectors stationed 
at the different elevators. To accomplish this an order was issued 
requiring carefully drawn samples to be taken from each car or 
vessel of the grain inspected out. These samples are delivered by 
special messengers daily at the main office, where they are at once 
reinspected by a board of inspectors under the personal supervision 
of the chief. If the work of the inspector at an elevator is not 
approved by this board of review, the grades given by him are 
changed to agree with their decision, the house inspector being 
notified accordingly and a record kept of each car or vessel. In this 
way the inspector's work is checked up and the inspection depart- 
ment placed in a position where it can intelligently answer any 
complaints or criticisms that may be made at any future time 
respecting any particular shipment or parcel of grain so inspected. 
This does away with the objection, dating back so many years, to 
the effect that the purchasers of elevator grain received only the 
very lowest, or "skin" grade. It is believed the department can now 
assure a just and uniform grading of grain both in and out. 

Since the adoption of the present system the results have 
surpassed my most sanguine expectations. Complaints from ship- 
pers and purchasers have almost entirely ceased. Many errors that 
under previous methods were unavoidable are now prevented. 

As an illustration of the success of office inspection, as perfected 
to this time, it might be well to instance a single recent day's work 
of the Chicago department. On Tuesday, February 14, 191 1, 
the total number of cars sampled in the Chicago yards was 
approximately 1,800, of which number 1,531 were inspected and 
samples delivered to the Chicago Board of Trade for early trading. 
Of this large number of cars there were but forty-two reinspections 
called, of which number fifteen were changed by the supervising 
inspector. As a result of this day's work, there was but one car 
carried to the board of appeal. 

Inspection Force 

The Grain Samplers 

The men assigned to the work of procuring samples of grain 
from the cars for inspection are usually selected from the ranks of 
the assistant inspectors or from among those who have spent years 
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in the service as messengers and helpers and have developed an 
aptitude for this particular work. The qualifications necessary to 
become an efficient sampler are an expert knowledge of grain, a 
familiarity with the methods employed in loading cars, and a faculty 
for keen observation. The sampler must ascertain if there is any 
variation in the quality or condition of the grain, and also if there 
has been an improper loading of the car. He must secure a sample 
of each kind and quality of grain contained in the car, determine 
the probable proportion of each, and must also make notations such 
as "small load," "subject," "car too full for thorough sampling," 
"car in leaky condition," "heating," that "snow or rain has affected 
the contents,'' and many other facts that go to form the records of 
the department. No man is permitted to attain the position of 
sampler who is not thoroughly qualified for the position and has not 
served a long apprenticeship, 

The Inspectors 

The work of the inspector is to classify the grain according to 
its quality and condition in order that it may go into store and be 
mixed only with other grain of like quality and condition, or be sold 
at a price based upon what has become a recognized comparative 
standard of value. In so classifying the grain he gives it one 
or another of the many established grades as his judgment may 
dictate. 

The requirements of each of these grades are fixed by a rule 
established by the railroad and warehouse commissioners ; but as the 
inspection of grain is not an "exact science," and as the grades 
necessarily approach each other by imperceptible degrees, and meet 
upon debatable ground, it will be seen that the written rules serve 
as a guide rather than as an inflexible standard for the inspector, 
and that upon his judgment the final and practical application of 
rule necessarily depends. It is therefore evident that an inspector 
must not only have that expert knowledge of the grain itself which 
comes from years of experience, but that he must have such absolute 
familiarity with the requirements of each grade as to enable him 
promptly and accurately to give each car its proper grade, and to 
state clearly, and concisely, the reasons which lead to his decision. 
An efficient and reliable inspector must have also evenness of 
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judgment, the faculty of so carrying a grade in his mind that he 
will give a particular lot of grain the same grade he gave a similar 
lot a week or a month before, and a tenacity of opinion that cannot 
be affected by any surrounding influence. 

In grading the grain that passes through his hands every 
conscientious inspector is influenced by the fact that he is, in a 
certain sense, making an appraisal of another's property, and fixing 
the price at which it shall be bought and sold. It is not to be 
assumed that any inspector is infallible, or that he will always adhere 
to established lines with unwavering accuracy. In fact, there is a 
well recognized tendency among the best inspectors at times, when 
not properly supervised or enabled in some other way to compare 
their work with that of others, to swerve, unconsciously and 
imperceptibly to themselves, from their established lines. 

In the Illinois department the men entrusted with the work of 
inspecting are all old in the service, and a number of them were 
connected with the board of trade and engaged in passing upon the 
quality and condition of grain even before the state department was 
founded, forty years ago. The others have all worked their way 
up to their present position from those of messengers and helpers 
on the tracks and have been carefully schooled in the profession. 
The average length of service of the supervising inspectors employed 
in the department is over thirty-four years, of the office inspectors 
twenty-eight years, of the second assistant inspectors twenty-two 
years, and of the third assistant inspectors, those of more recent 
promotion from the ranks of helpers, ten years. 

Supervising Inspectors 

The supervising inspectors are men chosen from the ranks of 
inspectors because of their evenness of temperament, their accuracy 
of judgment and their expert knowledge of grain, and the inspectors 
who have attained this position in the Illinois department are men 
who have been in the service for a long period of years. In this way 
the work is so directed that, although the grain is received from 
many different parts of the country, and is grown under diverse 
conditions of soil and climate, the average quality and market value 
of any particular grade is substantially the same in each of the 
many public warehouses in which it is stored, and may be, as it 
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daily is, confidently purchased by Eastern and European dealers 
with no other knowledge or guarantee of its quality than the 
certificate of this department. 

The necessity and importance of this constant supervision is 
more apparent when one remembers that the responsibility of th 
department does not cease with the affixing of the original grade, 
but that the millions of bushels of grain going into store must also 
be inspected out, that the buyer as well as the seller must be satisfied, 
and that there is safety only along the line of exact and inflexible 
justice to all parties concerned. 

The Committee on Appeals 

Upon the appeals committee of the state grain department 
devolves the duty of passing final judgment upon any disputed 
consignment of grain. After a car or vessel has been inspected and 
the inspection sustained by the supervising inspectors, the shipper, 
the consignee or the purchaser of the grain may yet submit the 
entire matter to the committee of appeals. The duty of this com- 
mittee is to visit the car or vessel, obtain and examine fresh samples, 
and the judgment of a majority of its members as to grades is final 
and not subject to further review. Under the laws of Illinois the 
committee of appeals is appointed by the board of railroad and 
warehouse commissioners, and must consist of three competent and 
discreet persons experienced in the qualities of grain, not connected 
with the inspection department, and not in any manner engaged in 
the buying or selling of the grain. The members of the appeals com- 
mittee, as well as all inspectors, are required to execute bonds in 
the penal sum of $5,000 to the department as a protection to the 
owners of grain against loss from neglect of duty or a careless or 
wilfully improper inspection. 

The Department 

The position of the Illinois inspection department in its relation 
to the public is one of peculiar difficulty and responsibility. It 
stands as an arbitrator between buyer and seller, between producer 
and consumer, and practically fixes the value of the immense quan- 
tities of grain passing under its supervision. At times it has been 
subjected to violent pressure in one direction from the receivers 
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and again in a contrary direction from Eastern and foreign buyers, 
and to harsh and often unmerited criticism from both. 

Notwithstanding the criticism that has been voiced against it, 
the aim at all times of those in charge has been to secure such fair 
interpretation and impartial application of existing rules as to do 
exact justice to all parties interested and at the same time to main- 
tain the present enviable reputation borne by the certificates of the 
department in the markets of the world. The reputation of Chicago 
inspection has been of slow and steady growth, has practically 
changed the business methods of the grain trade wherever American 
cereals are consumed, and it is not too much to say that the pre- 
eminence of Chicago as a grain market is due in a great measure to 
the public confidence in the integrity and accuracy of the work of her 
inspectors as well as to her favorable location, her unsurpassed 
facilities or the push and enterprise of her citizens. 

The Influence of Civil Service on the State Grain Inspection 
Department of Illinois 

As a result of a law passed by the last legislature of Illinois 
(No. 47) the Illinois state grain inspection department passed under 
civil service July 1, 191 1. The members of the department, as well 
as those who are connected with it in any way, recognize that civil 
service is and will be a great addition to the efficiency of the 
department. Hereafter a civil service examination of candidates 
must precede both the filling of vacancies and promotions in the 
department. These examinations are conducted by a committee 
appointed by the civil service commission. This fact lends an 
incentive to all employees to become more efficient, which, in turn, 
adds strength to the department. To conduct the proper inspection 
of grain an inspector must be both intellectual and well trained ; the 
latter requisite calls for years of experience in the department. To 
secure and hold such men, permanency of position must be assured 
them. The laws of civil service make this possible. 

The official examiner is appointed by the civil service commis- 
sion and the attention which he gives the department will be a great 
factor in promoting zeal for betterment. 

The chief inspector is no longer hampered by political pressure. 
Those who wish positions in the department will apply to the civil 
service commission. Employees of the department are not subject 
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to the whims of the politicians. Their only requirement is to do 
their work well and to the best of their ability. One of the require- 
ments of a civil service employee is that he should not be factionally 
connected with politics. The benefit of such a requirement is that 
his interest, time and attention are not taken from his work. For 
these reasons and many others it is expected, and in part the 
expectation is realized, that civil service will render more satis- 
faction and be more efficient for all concerned. 
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THE CROP REPORTING SYSTEM 



By Nat C. Murray, 
Associate Statistician, Bureau of Statistics, Department of Agriculture, 

Washington. 



On or about the eighth of each month a report is issued by 
the Bureau of Statistics of the United States Department of 
Agriculture concerning the state of crops on the first of the month. 
The important influence which the size of crop production exerts, 
not only upon the markets for specific products considered but 
upon general business activity, gives a peculiar interest and value to 
these reports; inasmuch as they furnish the most comprehensive 
and adequate indications of probable future supplies, several months 
before harvests and the movement of crops. 

Of the many products of the farm, the four, namely, wheat, 
corn, oats, and cotton are generally known as "speculative" crops, 
because there are well established markets for trading in future de- 
liveries of these products. Owing to the influence of Government 
crop reports upon prices and the ease of speculating in these four 
products, special precautions are observed in the preparation and 
issuance of such reports to prevent any person securing an undue 
advantage therefrom. 

The offices of the Bureau of Statistics, where the crop reports 
are prepared, are located on the second floor of the main building 
of the Department of Agriculture, situated in the beautiful, quiet 
park, or mall, between the capitol and the Washington monument. 
Here a Crop Reporting Board, consisting of the Chief of the Bureau 
and four assistants, prepares the crop report, or such part of the 
report as relates to the "speculative" crops. During the session of 
the board no communication is allowed between the bureau and 
the outside, except through the Secretary of Agriculture. All doors 
are locked and doorkeepers are stationed to prevent persons enter- 
ing or leaving. Even the telephones to the bureau are disconnected. 

Shortly before the time previously announced for the issuance 
of the report, fifteen or twenty newspaper representatives, or 
others interested in the report, gather about the corridors, ready 
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to receive the report as soon as issued. About a minute before the 
time set, the Secretary of Agriculture and the Chief of Bureau 
appear, the chief with about twenty-five typewritten copies of the 
report. These are spread out upon a long table, printed side down- 
ward, and folded copies handed to operators of the Western Union 
and Postal Telegraph companies, which have branch stations at 
the entrance of the Bureau. Each newspaper man places his hand 
upon one copy, ready to grab and run at the word "Go," which is 
called by the Chief of Bureau at the instant announced for the 
issuance of the report. Within less than five seconds every reporter 
has disappeared from the corridor, every available telephone is 
being used to transmit the report, and the telegraph companies are 
sending it broadcast. Within fifteen or twenty seconds the report 
is being read in New York, Chicago, and other market centers, 
perhaps causing much excitement and readjustment of prices, a 
striking contrast to the calm and serenity which surrounded the 
preparation of the report. 

Government crop reports, even such portions as relate to 
acreages and yields, are not the result of actual farm-to-farm can- 
vass or enumeration, but are the results of a combination of a large 
number of estimates, or personal judgments of conditions, each 
estimate covering a more or less indefinite area, systematically col- 
lected, compiled and averaged. 

An important consideration concerning the value of crop 
reports is their timeliness; that is, their object is to furnish reason- 
ably accurate information concerning crops before they have been 
completely marketed or consumed. A complete census is vastly 
more costly and requires so much time that the results are not 
known until the crop has passed into history. Many tests have 
proven that for comparative purposes crop reports so collected 
are almost as accurate as a census. 

The first appropriation for collecting agricultural statistics by 
the Department of Agriculture was provided for by the act of 
February 25, 1863, which was made in bulk for the work of the 
department, amounting in all to $90,000. The then Commissioner 
of Agriculture allotted a part of this amount for collecting 
agricultural statistics, and appointed a statistician for that purpose. 
For the fiscal year ended June 30, 1865, the first distinct and 
separate provision was made for collecting agricultural statistics 
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for information and reports, and the amount of $20,000 was 
appropriated. From an allotment of a few thousand dollars each 
year at first, the crop-reporting service has been evolved and 
enlarged into the Bureau of Statistics of the Department of 
Agriculture, with an annual appropriation of about $225,000. 

The three principal inquiries made by the Crop Reporting 
Service, concerning each important crop are, first, the area planted, 
made immediately after the planting season; second, the condition 
of the crop, made monthly during the growing period; and, third, 
the yield per acre, made at harvest time. The total production is 
readily obtained by multiplying the estimated yield per acre by the 
estimated acreage. 

Several other, but minor, inquiries are made at proper times 
in the year ; these include quality, prices, stocks on hand, and amount 
shipped from counties of production. 

The acreage of a crop is obtained by applying to the acreage of 
the preceding year an estimated percentage of increase or decrease. 
The form in which the question is asked of the correspondents and 
agents of the bureau, whose answers form the basis of the bureau's 
estimates, is as follows: "Acreage — What is the acreage planted 
this year [in the territory covered by correspondent or agent] com- 
pared with last year, in per cent; in representing acreage in 
comparison with last year, 100 is to represent the acreage last year." 
If the acreage last year in any state were 1,300,000 and the acreage 
this year were estimated at no per cent of last year's acreage, 
1,430,000 would be the estimated acreage for this year. Last year's 
acreage was obtained by applying a percentage to the acreage figures 
of the preceding year, and so on from year to year. A new base, 
or revision, is made every ten years, from the census. The Bureau 
of the Census of the Department of Commerce and Labor, last year 
took a census of the crops grown in 1909, which included their 
acreages. The results for all states have not yet been completed; 
but when complete they will be used by the Bureau of Statistics as 
the acreage for 1909. The bureau will then revise its estimate of 
1910 by applying to the census figures of 1909 the estimated percent- 
age which the 1910 crop was of the 1909 crop; and similarly will 
apply to the revised estimate of acreage in 1910 the estimated 
percentage which the 191 1 crop was of the 1910 crop, to obtain a 
revised estimate of acreages in 191 1. The acreage in 1912 will be 
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obtained by applying a percentage to the 191 1 figures, and so on 
from year to year, until a revision can be made, based upon a new 
census. 

It may be observed that if an error is made in the estimated 
change of acreage from any one year to another, it is continued 
from year to year, until the next revision; that is, the method of 
obtaining the acreage of crops is subject to "cumulative errors." 
In the past a revision has been made, based upon a census, every 
ten years. Provision has been made for a census of agriculture 
every five years in the future, instead of ten. Such frequent revision 
will prevent any wide departure arising from "cumulative errors." 
A comparison of the acreage of wheat, corn, and oats, as estimated 
by the Bureau of Statistics in 1909 and as returned to the census, 
in the states in which the census is practically complete, comprising 
more than one-half the total area in the United States, indicates that 
the estimate of the Bureau of Statistics of corn acreage in 1909 was 
excessive by 2.6 per cent, the wheat acreage excessive by 4.0 per 
cent, and the oats acreage deficient by 5.4 per cent. 

The conditions of crops are reported in the form of a percent- 
age, the base, or one hundred, being called a "normal." The form in 
which the question is asked of correspondents and agents of the 
bureau is : "Condition — normal growth and vitality giving promise 
of a full crop being represented by 100 — per cent?" 

A normal condition may be defined as a condition that will 
produce a normal yield, if such condition is maintained until harvest. 
But what is a normal yield ? 

Most farmers know from experience approximately what their 
fields ought to produce, with the usual mode of farming, with nor- 
mal weather conditions, and without unusual loss from disease, 
insects, or other injurious influences. A yield under such favorable, 
though not extraordinary conditions, would be a normal yield, which 
is more than an average yield but less than a maximum possible 
yield. A condition which may produce a normal yield, as thus 
described, is a normal, or one hundred per cent condition. 

A normal yield for one farm or section may vary widely from 
that for another. On one field a normal yield per acre of corn 
might be eighty bushels, and on another field twelve bushels. A 
normal yield of corn for one state is more than forty bushels per 
acre, for another state it is less than fourteen bushels. 
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The condition of a crop at a given date is expressed by the 
percentage of a normal yield which may be produced if no change 
in the condition or status of the crop occur from the given date to 
the time of harvest. For example, if the condition of the wheat crop 
on June 1 were such that, with no change in condition — that is, 
normal influences from that date to harvest — only three-fourths of 
a normal yield could be expected, the condition would be reported 
as seventy-five per cent; if only one-half a normal crop could be 
expected, the condition would be reported as fifty per cent ; if ten per 
cent more than a normal yield could be expected, the condition would 
be reported as no. 

The purpose of crop condition reports is to estimate probable 
future supplies under prevailing growing crop conditions. It is 
assumed that average conditions at any time are indicative of 
average yields per acre ; that conditions above an average at any time 
are indicative of yields above the average; and conditions below the 
average at any time are indicative of yields below the average. 
If at any time the condition of a growing crop is five per cent above 
the average condition for such time, it is assumed that the yield is 
more likely to be five per cent above the average yield than any other 
amount. If the condition at any time is ten per cent below the 
average for such time, it is assumed that the yield is more likely to 
be ten per cent below the average than any other amount. 

The process in the interpretation of condition figures may be 
explained by an example. The condition of corn on July 1, 191 1, 
was 80.I per cent of a normal condition; in the last five years the 
condition has averaged eighty-five per cent of a normal condition; 
thus the condition on July 1 is 5.8 per cent below the average con- 
dition (80.1 being 94.2 per cent of 85), and suggests a yield of 5.8 
per cent below the average. In the last five years the yield averaged 
about 27.1 bushels; 94.2 per cent of 27.1 bushels (94.2 x 27.1) is 
about 25.5 bushels ; therefore conditions are said to indicate a yield 
of 25.5 bushels. That is, if the condition of the corn crop be 5.8 
per cent below the average at harvest time, a yield of 25.5 bushels 
is the most reasonable expectation ; if less than the average adversity 
befall the crop before harvest, a larger yield may be expected; if 
more than the average adversity befall the crop, a yield less than 
25.5 bushels may be expected. 

The yield per acre is obtained by simply asking the agents and 
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correspondents to estimate the average yield per acre in bushels of 
grain, pounds of cotton, etc., in the section of the country covered by 
the agent or correspondent. 

The principal sources of information upon which the crop 
reports are based are reports of agents and voluntary correspondents 
scattered throughout the United States. The crop data are col- 
lected in quadruplicate; the state is regarded as the unit in the 
compilation of the reports. The Statistician (and the Crop Report- 
ing Board, for wheat, corn, oats and cotton), therefore, is provided 
with four averages for each item and each state, each average being 
the result of the compilation of all the returns of the several sources 
of information. These four sources are as follows : 

First, township correspondents, second, county correspondents, 
third, state statistical agents, and fourth, special field agents. 

Township correspondents are persons who, upon request, vol- 
untarily answer questions concerning crops, on printed schedules, 
mailed to them monthly by the Bureau of Statistics. There are 
about 32,000 in the United States. In the more important agricul- 
tural sections the average distance between correspondents is five 
to eight miles. Each correspondent reports upon the state of crops 
in his vicinity as he sees them. The reports of all the township cor- 
respondents of a state are combined to obtain an average for the 
state ; that is, a straight average is taken of all returns from a state. 

The county correspondents, like township correspondents, are 
voluntary reporters, but report for their entire county instead of 
their immediate vicinity. Each county correspondent is supplied 
with stationery and government franked envelopes to make personal 
inquiries throughout his county, so as to enable him to make a 
report for the whole county. There are about 2,800 agricultural 
counties in the United States. In obtaining the average for the 
state from the reports of county correspondents, each county report 
is weighted according to its relative importance of the county in the 
production of the crop reported upon. If one county has approxi- 
mately 20,000 acres of corn and another county but 1,000 acres, 
the one is given a weight of twenty and the other one, when corn is 
reported upon. That is, a weighted average is taken of the returns 
of county correspondents to obtain the average for the state. The 
reports of township correspondents and of county correspondents 
are mailed direct to Washington. 
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State statistical agents are persons who devote a portion of their 
time, at a small salary, varying according to the importance of the 
state from $300 to $1,100 per annum, to reporting for the state as 
a whole the same information as is asked of township and county 
correspondents. Each state statistical agent maintains a corps of 
voluntary correspondents, from which to collect this information, 
the number of such correspondents in all the states being about 
15,000. State agents are provided with schedules and stationery for 
this purpose. The state agents in the larger states have their state 
divided into about nine sections; a straight average is made of all 
the reports received from a section, to obtain the average for the 
section; and a weighted average is obtained for the state by giving 
to each section average a weight proportionate to its relative 
importance in the state. 

The fourth regular source of information is reports from the 
special field agents. The entire United States is divided into about 
fifteen districts, comprising about three states in each district. A 
traveling field agent is assigned to each district. He devotes his 
entire time to inspection and investigation of crop conditions; he 
travels systematically throughout his territory, viewing crops, inter- 
viewing various parties able to impart information concerning crops ; 
and he reports for each state as a whole, with notes and comments, 
data concerning crops similar to those given by other classes of 
correspondents. 

In addition to these four regular sources of information, the 
Bureau of Statistics maintains several special lists which are used 
occasionally for special inquiries; for instance, when information 
concerning the yield per acre of wheat is desired, schedules asking 
for this information are sent to a special list of mills and elevators ; 
when the yield per acre of cotton is desired, schedules of inquiries 
are sent not only to the four regular classes enumerated, but to 
every ginner, of which there are about 30,000, to a special list of 
cotton growers, asking for the yield per acre on their individual 
farms, and also to a list composed of merchants, bankers, cotton 
factors, and others in the cotton section interested in the cotton 
crop. The total number on all lists is about 150,000. 

It is impossible with the means at hand to estimate annual 
production of every product grown. The Bureau therefore confines 
its efforts in estimating acreages and yields to twelve of the most 

(415) 



98 The Annals of the American Academy 

important crops, wheat, corn, oats, cotton, hay, potatoes, barley, rye, 
flax, rice, buckwheat, and tobacco. These, however comprise about 
ninety-five per cent of the acreage and eighty per cent of the value 
of all crops. Many minor crops such as beans, peanuts, onions, 
cabbages, etc., for which estimates of actual production are not 
given, are nevertheless reported upon as to condition of growth 
and as to percentage of a full crop produced. 

After the reports of township correspondents and county cor- 
respondents relating to important crops have been tabulated upon 
large sheets, but before they have been added and averaged, each 
sheet of an important state is cut into two parts in such a way that 
no name of county, state or other mark to indicate the state to which 
it belongs is left upon the part containing the figures, except thai; 
both parts are given a like number by the Chief of Division, and the 
portion with the names of counties and state kept in a locked 
drawer. This precaution is to prevent any clerk from obtaining 
advance knowledge concerning the results for any state. 

The reports from special field agents and state statistical agents 
are mailed in special envelopes or telegraphed in cipher, to the 
secretary, who keeps them in a securely locked box until* the morn- 
ing of the report. When the board has assembled, the reports 
regarding the speculative crops from state and field agents are 
delivered by the secretary, opened and tabulated. The figures by 
states, from the several classes of correspondents and agents are 
placed in convenient parallel columns, a separate sheet being used 
for each separate crop or question. (See Exhibit A.) The board is 
thus provided with several estimates for each state and each crop, 
made independently by the respective classes of correspondents and 
agents of the bureau. Notes and comments of agents and weather 
reports are read. With all these data before the board, each 
individual member computes independently, on a separate sheet, or 
final computation slip, his own estimate of the acreage, condition, 
yield, or whatever subject is being considered. The results obtained 
by each member are brought together and compared, state by state, 
and discussed by the board under the supervision of the chairman 
and the final figures for each state decided upon. (See Exhibit B.) 

The estimates by states, as finally determined by the board, are 
weighted by figures proportionate to their relative importance, the 
results being a true weighted average for the United States for 
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each subject. Other crops than wheat, corn, oats, and cotton are 
prepared in the same way except that the entire board does not 
review them. 

As quickly as the board determines upon the final figures by 
states and the averages for the United States have been obtained 
by expert computers, a summary is set up on a duplicating machine, 
and copies of the summary are given to the public at the appropriate 
time in the manner already described. About two thousand copies of 
the summary are mailed at the same time to newspapers, and various 
organized bodies interested in the reports and soon thereafter the 
details of the report are published in the "Crop Reporter," which is 
mailed gratis to any person requesting it. An edition of 170,000 
copies is published monthly. 

As the object of crop condition reports is to throw some light 
upon the question of probable future supplies, it may be of interest 
to note what relation exists between estimates of condition and the 
ultimate yield as finally estimated. This is shown graphically in a 
chart (Exhibit C) which gives the condition of the corn crop on 
October 1, yearly, from 1890 to 1909, inclusive, and the yield per 
acre yearly, during the same period, as finally estimated. It will be 
observed that there is a reasonably close approximation. 

Crop reports have a steadying effect upon markets by dis- 
crediting false reports which would otherwise circulate widely and 
adversely affect market conditions. By increasing knowledge of 
supplies and lessening the risks, the cost of distribution of a crop is 
reduced. If the crop reports of the Government be the means of 
lessening the margin between the price paid by consumers and the 
price received by producers by one-eighth cent per bushel for wheat, 
corn, and oats and but one-twentieth cent per pound for cotton, and 
this is a conservative estimate, the saving to producers and con- 
sumers on these crops alone is approximately $5,000,000 annually. 
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EXHIBIT A— Condition of Corn. 
[Sample Sheet] 

States and Territories Field State County Township 

Maine 95 95 89 

New Hampshire 89 93 87 

Vermont 85 84 86 

Massachusetts 88 90 88 

Rhode Island 97 101 90 

Connecticut 90 95 89 

New York 82 83 80 

New Jersey 78 79 80 76 

Pennsylvania 79 81 76 77 

Delaware 83 82 92 83 

Maryland 74 78 74 75 

Virginia 83 80 83 81 

West Virginia 63 62 74 69 

North Carolina 83 83 82 83 

South Carolina 88 85 85 84 

Georgia 84 86 86 83 

Florida 83 85 86 

Ohio 78 78 76 75 

Indiana 87 86 87 85 

Illinois 87 87 86 85 

Michigan 75 77 76 79 

Wisconsin 72 75 79 77 

Minnesota 79 81 80 76 

Iowa 82 82 83 82 

Missouri 82 84 83 85 

North Dakota 47 55 S 3 

South Dakota 73 80 75 72 

Nebraska 68 69 72 70 

Kansas 59 60 61 58 

Kentucky 83 83 82 81 

Tennessee 82 84 82 82 

Alabama 91 88 92 88 

Mississippi 93 91 92 90 

Louisiana 88 88 90 88 

Texas 75 76 70 71 

Oklahoma 48 49 51 48 

Arkansas 88 89 87 88 

Montana 57 53 56 

Wyoming 65 80 60 

Colorado 68 67 67 69 

New Mexico 54 71 55 

Arizona 82 75 

Utah 83 85 90 84 
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Exhibit "A"— (Continued) 

States and Territories Field State County Township 

Idaho 88 90 91 88 

Washington 76 69 77 74 

Oregon 79 81 85 80 

California 85 87 84 
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EXHIBIT B.— Condition of Corn. 
[Sample Sheet] 

(Board Members* Estimates) 

Member Member Member Member 

States and Territories A B C D Final 

Maine 94 94 93 94 94 

New Hampshire ....89 90 90 89 90 

Vermont 85 85 85 85 85 

Massachusetts 88 89 88 89 88 

Rhode Island 97 96 97 95 97 

Connecticut 90 91 92 90 91 

New York 82 82 82 82 82 

New Jersey 78 79 78 78 78 

Pennsylvania 78 79 79 78 78 

Delaware 83 85 84 83 83 

Maryland 75 75 76 75 75 

Virginia 81 82 82 81 82 

West Virginia 65 68 67 67 66 

North Carolina 83 83 83 83 83 

South Carolina 85 85 85 86 85 

Georgia 84 8s 84 85 84 

Florida 84 85 84 85 84 

Ohio 77 77 77 77 77 

Indiana 86 86 86 86 86 

Illinois 86 86 87 86 86 

Michigan 77 76 76 77 7& 

Wisconsin 76 75 75 76 75 

Minnesota 80 80 79 79 79 

Iowa 82 82 82 82 82 

Missouri 84 84 83 84 84 

North Dakota 50 53 50 51 51 

South Dakota 75 73 74 76 75 

Nebraska 69 70 70 69 69 

Kansas 59 60 60 59 60 

Kentucky 82 82 82 83 82 
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Exhibit " B"— (Continued) 

Member Member Member Member 

States and Territories A B C D Final 

Tennessee* 82 82 82 83 82 

Alabama 90 89 91 90 90 

Mississippi 91 gi 92 92 91 

Louisiana 88 88 88 88 88 

Texas 73 72 73 74 73 

Oklahoma 49 49 49 50 49 

Arkansas 88 88 88 88 88 

Montana 56 55 56 56 56 

Wyoming 65 68 67 65 '65 

Colorado 67 68 68 67 68 

New Mexico 55 60 58 57 S6 

Arizona 78 79 80 77 79 

Utah 84 85 86 86 85 

Idaho 89 90 90 89 89 

Washington 75 73 74 75 75 

Oregon 80 82 81 80 80 

California 85 85 85 85 85 



(420); 






s to 




-LA/JO £&<=/ A/O/-L/C7A/0O 



CURRENT SOURCES OF INFORMATION IN PRODUCE 

MARKETS 1 



By Bruce D. Mudgett, 
Instructor in Insurance and Commerce, University of Pennsylvania. 



Sources of Information in the Cotton Market 

Current information dealing with the cotton market may be 
divided into two classes, based on the point of origin of the data, viz : 
(i) information concerning production, acreage and condition; and 
(2) statistics of current prices. The one must emanate necessarily 
from the area of production; for the other the only source is the 
exchanges. Cotton, like wheat, is peculiar in this respect that there 
has developed a most extensive system of trading in futures, and the 
middlemen on whose shoulders falls the risk of this system find it 
an economic necessity to discount pending conditions of supply and 
demand so as to shape their affairs to conform with a season's 
average condition. Mr. Henry G. Hester, secretary of the New 
Orleans Cotton Exchange, famous for his cotton reports, speaking 
of the need of these reports and the amount of dependence that can 
be placed upon them, says: "Reports of this kind are valuable as 
indications of the trend of supply and demand, and their contents 
exert more or less influence as statements of facts bearing upon the 
basic causes of price fluctuations. All other matters, such as wars 
and rumors of wars, panics, dear and cheap money, etc., etc., by 
reason of their bearing upon either the volume of supplies or the 
extent of demand for an article are collateral. Upon reliable 
statements of facts the world bases its opinions ; these coupled with 
collateral conditions are the sources of deductions or forecasts of 
the possible or probable course of future values. To the extent of 
the reliability of statements of facts, or perhaps it would be more 
correct to say the amount of confidence reposed in such statements, 
is the price of an article more or less governed. The fear of the 

'Only the most important sources of market news could be enumerated for 
each of the leading markets, and where criticisms have been offered, they have in 
nearly every case been given to represent the judgments of brokers and dealers, 
directly interested in the market, as obtained by personal interview or 
correspondence. 
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effect of any cause upon the possible supply or possible demand is 
proven to be more or less grounded by the actual facts as they 
occur, and while such fears may exert a temporary influence on 
values, the permanency of such influence is determined only through 
information concerning actualities." 

The extensive area over which cotton is grown is the explana- 
tion of the large and complicated organizations which are engaged 
in reporting on production, condition and acreage of cotton. 
Greatest of all among these organizations is the United States Gov- 
ernment. That the government crop reports have been subjected to 
just criticism in the past is undoubted. It is just as true that the 
cause of that criticism has been removed, and that the greatest 
degree of care is used in compiling and issuing the reports so as 
not to permit them to become prematurely available to unscrupulous 
manipulators. Nevertheless there are to-day still a great many 
brokers who maintain that all persons legitimately concerned in the 
distribution of the cotton crop would be better off if there were no 
crop reports issued. A favorite criticism levelled at the reports is 
that they are, and in their nature can be, nothing more than a guess 
by a government board; that both weather and acreage reports are 
used by manipulators and plungers to influence prices, thereby 
causing more and greater price fluctuations, and producing the very 
thing they were intended to prevent. Some brokers go to the extent 
of saying that the trade as a whole would be better off were no 
reports of any kind ever published. Upon analysis the situation 
appears to be a struggle between the interests most concerned in the 
"spot" markets and those interested in the "future" markets. The 
merchant dealing in the spot market is interested in his commission 
and therefore is interested in as high a price for the product as he 
can get. In this he is supported by the producer. The dealer in 
the future market is the one who makes possible hedging operations 
on the part of manufacturers and the latter are interested in getting 
cotton at rock bottom prices. Between these two range the speculator 
and the manipulator ready to take advantage of a change of price 
in either direction. It is probable that the time will never come when 
all of such diverse interests can be wholly satisfied. In the meantime 
the government crop reports will continue to be published and their 
publication will have the loyal support of at least a large and 
influential minority of those interested. 

(423)' * 



0* 

I 

X 



x 

01 





55 

Qu 

j 

w 

Q 
< 

^-« 
X 
0- 






u 

1-3 

<! 
o 

PS 
D 
H. 
«! 

to 



W 

H 
Q 
< 



o 
83 

> 



o 



CO CO 
CN CN 



o © 

10 10 
10 10 



•a 
Son 






1 I PI 



I 1010 






OOO II • lO 
SSio I I bH lis 

ioio»o<#<ieiao 
eieiej«'-fj]j«r; 



■flf 



O 1 * »M 



I I I iOiOiO I ' 
I I I OSOOt-OOfr" 






8 1 



i 2 ° 

I o 

GO 

a : 



■0 

a, «« 



a"' 



odd d-o 6 e 



o -ha 

Ml i i 1 i 

*= "3^ O - - 



a 

OS 

Ji 

K 


M , 

o i 



g » ~ .g -g 
S £>« 8 



.2 8» -s. « 

-** JS •» *«-» 



© 0» 
u 



| • •§ 5 "3 



5 fe| J 3 
J; I 3 .-~ 

* g I «. S 

3 * 1 £ I . 

- s? M "2 



•a : 

a J 
a i 

1. 



8 
S 

O 
I ~ 



» a 

a S 



x a „ rf ^i is i i 
3 ?! 5 8 | ». 

I I I l» H 
ST'sfgSi 1818 

^ ^* ~~ g lO o 

nil I * a 

i i. 

I I oi I a 
a o 



2 s .. 

H ■aSi 

■ Si 

So} 

S .( 



.1 



It 

I! 



" 2 8 a 1 
3<« g £ 

v. g « 

all I 






: a 



> 3 

■o o 1 

I* 



<X> > ZJ A 

3 « 3 _,■ 



O ^ O a» 

z; » z d3 



S -k* : ! 

I* 8 I : 

tod c3 tn • 
<f O > v ; 

-Sh-3 : 

Bho .03 : 
£ S-Sfl ca 



CO „ 



°gl 

So 

si] 

,x<st 



Ho 

as- 

a) 



■Ah £ « 

►j - a 
ail 

was 



•O T3 

a a 

c9 cS 



<0 P 
- ai 

>> s 

? S 

o a 

- H 
so 

Q. " 

— M 
aj o 
o 03 



U CHSflrlOrli 

3 w^^Tf^i^ioioio 



6 ® 
o 

ft 

a » 



o a 
te ci 



lOiOOOiOOifilA 
COi-lrtC-CC.0>ff1C» 

co^^eo-fli^ioio 



3 13 

si 



««§ 



S CO 

^ as 



S -c " : « 



! I 



• a 

is 



I I 



1 : 
i'S 



CO 

o •* 

6,2 



B»8 
a 'i 



5 



s 






§ a I 

Hi 

8& g 

2 ■" >• 

> a) OS 

.SOUS 
Hi 1 :;!.' 

5j § 3 at 

5 o o o " \l £ 

n 5 3- 



o.ocomco tace^xoooo m 

C* I IQi-lriri riHCi r-t H l-t 

183 I I I 



I 1 



)@@@ @@@®®@@ 

H I lOr-r-l-H rlHCT I 

JSSi I I J I I I I I I 

'Uliiiiili? 



CidOiOi GO 00 



I I Mil I I 



i-l *C*00S) 00 00 



■ a : 



:§ :s :5 :ff : 
: I :>,»!« •.~tj_r :■?. ; 

-job >^s Sa«s s 

^§S*1«1* a *. 
a -3 § e a "S a i 5 

* r J) ut <5.o tn-Q a) EQ o 




••30 

g«s Sr.g & p, 

5C J>5 SI id - 

ci £ e3 £ c3"0 c3 



I I 



.&§;■§ 



II I I I I I i-lrt I 



« id" 



a I i» : 

•«( ! . t< t 



« : 
B i 

s ■ 



• « 
i„ ' 

• f< 

;« ; 

'8 

• CD ; 



t 



.2 i 
i*8 : 



S3 ; 

28. 3 

o-T O a v- w 

*■ a > a 3 «s~ 

On JJfflSj 



t 1 
■ i «i 


H 


: : 1 u, 


i : \ " 


1 H 


. . 1 u 


: 1 a 


: « 



■S9SS„r3^-3^ 



OOOO I O I 



it 

» * 
: S 



8 



- H MM 

vastus 



;•" 



^ • t bum 

*. l '.£1 bl 

■a :c*> 

; oo - 






I OOOOOOiOOOOOOOOOio 

MHeOHnHWHMHOJHBHBHH 
@@@®@®@@@®@®@@@®@ 
O 10 O 10 lOOOOioOlOOiOO©-, 

oi n 05 co liuiMainioifflioMO'jj 

flrtflHOHSHtl tH.M H CO 



it is ^ 

10 CO to iO co 



I I I I a 



s £ J 3 s : 4 
****** 

jiiill 

a a a a a a 

^ ^ « e S S 
o 05533 

lit'*** 

&'&&... . 
2> o 3 (S >< tn 




3 3 3 3 



3m»«Jq»xo 

§^S3lg2&ttfSg|MW*Wcafe3 
O oi cS cm cuS.AotS 



.?* 



a a 

s 

a f 

I s - 

, - s 
l*.s 

^®s 



"2 M.—- 

aa « 
•° a- 

B a 
a ° $ 



O o O m 
•■ Wl ri cs 



3OOO 
+3 7J <0 

ffl » Hi « 

o 1 ft S ^ 
1 " ? 

1 ja -d . 

• a 1 g . 

! ■=> ■§ -E 



0> CD 00 H o - H . 

♦SCOeN 

I I I H gesS 
@® ® ® i 

•H 00 00 O g 

« 00 00 ih 2 ' ; 

I I J - p. 



! ! ! 



irt -^ 2 

n a a 
a o> .a 

cj o 5 

*r a. 
■SI'S 



cfl 

01 » 

« 3 



0. oo 



:p 

•=5 ii 

13 S5 «d t« 

o b « o 

05 gtfSrj 
a |nh 

6 cb 2 fc 



bOd -A co . 

«- 0>o w *• 
^CU-|CMii 



[ 1 



*. s«r 

00 X O Jj 

rl « ^ a 

« «s - 

9 ™ o h 

2 £"~ o S o< 

o « 1 § M - t ; i H 

o •=; H e do 

a 3 a B S 
c« a .-a >> 

8 a°3 So 
.2 g o * 

«* g 

§ § 3 



01 0) CO tfl ' 
IO 10 ID iD *0 

® @@® ® 

g: .£:««? 

CO £ CO t- CO w 

10 S 10 o »o *o 

" i I i* 



SXXgiil JIM 

d. -* 01 CO M 

CO 53 10 "^ ' 
@®@ 

SHOO 
CD CO 10 



SB 



» S' 



»1 

00 Pi 

"2 « 

® S 

00 B 
10 * 



13 



: < 
: h 
: " 

is 

: 

: J 



: ■ : o 

i • » 
1 j : p. 



! 



c Sf S 



; h*3 
Ida. 

•e o 

-• s a 

P. <s 



is 

i a 
I c. 

: 'a 
: 00 

• ft 



si 

01 



05 



Hi 

« S eo 



$$£% iziz - 



'■ OS 

1 • • : - 

I o -u : 

1 0*3 ; 
I xass 

o £ooeo«" 



108 The Annals of the American Academy 

The government reports are of three kinds: (i) the Weather 
Bureau reports; (2) reports of the Census Bureau on acreage and 
on cotton ginned; and (3) reports of the Department of Agriculture 
published in the "Crop Reporter." The Weather Bureau reports 
are issued weekly and, as the name indicates, afford an opportunity 
of getting a line on weather conditions in the regions of the growing 
crop. The Census Bureau compiles reports of cotton ginned from 
statements received by it from the gins in active operation. 

An unusual example of the accuracy with which these ginning 
reports measure the cotton crop was given last year (crop year of 
1909-1910). The Census Bureau had reported 10,386,000 bales of 
cotton ginned for the year. When Secretary Hester's report on the 
crop appeared in September it gave the actual growth for 1909-1910 
as 10,389,000 bales, a difference of only 3,000 bales. Needless to 
say that, while they usually correspond closely, they do not often 
produce a result like the above. The reports of cotton ginned also 
give the bureau an opportunity to get a line on the acreage. 

Every five years a census is taken of the acreage. This acre- 
age estimate is available to, and is used by, the Department of 
Agriculture. The first Census Bureau report, issued in June, 
gives estimated acreage as of May 25th. Thereafter, twice monthly, 
the bureau reports on the amount ginned. In March the total 
quantity ginned is reported. The Department of Agriculture 
through the crop reporting board makes six reports yearly on 
cotton. The first, issued on June 2d, reports the acreage and con- 
dition of the crop on May 25th, by states. Thereafter, in July, 
August, September and October, the condition of cotton is reported 
for the twenty-fifth of the month previous. The last report, issued 
about December 10th, publishes the estimate of the total production 
of cotton by states for the year. 

Private reports on cotton fall heir to much the same criticism 
that is directed against the government reports. Among the total 
number will be found many which are little more than guess work, 
and in which no credence can be placed. But, on the other hand, 
some of the private reports are prepared with the utmost care that 
large and costly organizations can give and deserve the confidence 
reposed in them. 

A great many trade newspapers collect their own cotton statis- 
tics. Among these the reports of the "New York Journal of Com- 
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merce" are probably most widely known. They are collected by 
means of a large corps of correspondents located all over the cotton 
states, who send in their reports by letter or by wire to headquarters. 
The methods of the "Journal" are molded very much after those of 
the Department of Agriculture in the preparation of its crop reports. 
Much the same methods are followed by the "New York Com- 
mercial." It publishes currently the usual statistics, but in addition 
issues four special crop editions during the season, often anticipating 
the government estimates by days and coming remarkably close to 
the figures of the latter. These special editions refer to "acreage 
planted," "prospective yield," "condition" in September, and "total 
crop" early in December. 

There are a number of newspapers in the South which report 
on the growing cotton crop, some of them for the crop as a whole, 
some of them confining their attention more to local conditions. 
The "New Orleans Times-Democrat" maintains correspondents in 
every section of the cotton belt and through them obtains and 
publishes comprehensive reports and a summary. In December, a 
few days prior to the publication of the government's estimate, the 
"Times-Democrat" prints its estimate of the season's growth, and in 
years past this result has borne a very close correspondence with 
the actual figures appearing later. 

Among individuals and firms publishing private reports on 
cotton, the best known are Henry G. Hester, secretary of the New 
Orleans Cotton Exchange; Oscar K. Lyle, of the firm of S. B. 
Chapin & Co., New York, and the Mercantile Cotton Crop Reporting 
Corporation, New York, which latter organization publish the reports 
formerly issued by Mr. Theodore H. Price. Secretary Hester's 
report is an annual one, coming out on September 1st and treating 
of the cotton crop to the close of August. Ordinarily, annual reports 
are looked upon as of historical importance only, but this report, 
because of its exhaustive nature and because of the confidence 
reposed in it, is eagerly watched for and undoubtedly exercises 
marked influence on the market. Secretary Hester's data are 
obtained from transportation companies, manufacturers, exchanges, 
boards of trade and expert correspondents on both sides of the 
Atlantic. Much of the detailed data obtained from manufacturers, 
railroads, etc., is of a confidential nature, but as he himself says, 
"Once it became known that the effort of the statistician was to 
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arrive at correct aggregates and not to make public the affairs of 
specific concerns there has been little or no hesitancy in the fur- 
nishing of details.'' His report covers an analysis of the sources of 
supply with a history of the year's crop compared with previous 
years; the distribution of the crop to American mills both North 
and South, the overland movement and exports ; and detailed stocks 
on hand. 

In the case of Oscar K. Lyle's crop observations no blank 
forms are used, making a description of his methods very difficult. 
His results, however, are among those which are accepted as 
authoritative estimates. 



Cotton (Arkansas) 





Past Yield 






Average 


Proportion 


1908 


1907 


1906 


County 


Yield 


Quotient 


7,681 


5,269 


7,313 


Arkansas 


6,754 


.78 


22,008 


22,328 


25,290 


Ashley 


23,208 


2.65 


4.957 


3,029 


3,78o 


Baxter 


3,922 


■45 


932 


393 


692 


Boone 


692 


.07 


5.407 


4,337 


5,237 


Bradley 


4,993 


•57 


5,555 


4,568 


5,076 


Calhoun 


5,067 


•57 


27,702 


25,240 


25,968 


Chicot 


26,203 


2.76 


9,877 


8,757 


10,647 


Clark 


9,760 


1. 12 


15,118 


9,688 


12,117 


Clay 


12,307 


1-43 


5,004 


3,on 


4,119 


Cleburne 


4,033 


45 


8,671 


6,368 


7,936 


Cleveland 


7,658 


.87 


17,747 


17,243 


22,934 


Columbia 


19,308 


2.20 


21,256 


14,403 


20,418 


Conway 


18,692 


2.13 


13,984 


7,667 


n,497 


Craighead 


ii,J49 


1.26. 


14,097 


14,728 


16,656 


Crawford 


15,160 


1-74 


32,605 


27,545 


24,074 


Crittenden 


28,074 


3-17 


10,460 


8,245 


9,489 


Cross 


9,398 


1.06 


5,404 


3,897 


4,717 


Dallas 


4,673 


■53 


12,125 


12,014 


15,162 


Desha 


13,100 


1-52 


19,983 


14,595 


19,284 


Drew 


17,950 


2.05 


20,351 


13,289 


19,960 


Faulkner 


17,867 


2.04 


14972 


11,639 


12,640 


Franklin 


13,084 


1.49 


4,785 


2,494 


3,714 


Fulton 


3,664 


.42 


2,381 


i,675 


1,169 


Garland 


1,742 


• 19 


4,456 


2,439 


2,659 


Grant 


3,185 


.36 


9,696 


6,416 


9,336 


Greene 


8,483 


.96 


15,164 


16,038 


24,054 


Hempstead 


18,419 


2.10 


6,794 


4,443 


3,692 


Hot Spring 


4,976 


.58 


10,067 


9,255 


ii,347 


Howard 


10,223 


1.17 


17,294 


7,730 


14,287 


Independence 


13,103 


1.49 
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Cotton (Arkansas)— (Continued) 





Past Yield 






Average 


Proportional 


1908 


1907 


1906 


County 


Yield 


Quotient 


6,605 


3,512 


5,ioi 


Izard 


5,073 


■57 


34,882 


17,395 


24,419 


Jackson 


25,532 


3-0i 


45,834 


35,203 


40,129 


Jefferson 


40,389 


4.61 


13,101 


9,207 


9,846 


Johnson 


10,718 


1.24 


4,790 


8,284 


13,006 


Lafayette 


8,693 


1.00 


21,281 


12,908 


14,346 


Lawrence 


16,178 


1.83 


32,282 


21,411 


22,616 


Lee 


25,436 


2.89 


16,495 


15,301 


18,319 


Lincoln 


16,705 


1.90 


6,438 


10,602 


I5,39i 


Little River 


10,820 


1.23 


23,343 


16,900 


18,736 


Logan 


19,659 


2.46 


46,246 


27,540 


31,651 


Lonoke 


35,145 


3-99 


2,692 


i,55l 


1,860 


Marion 


2,034 


.22 


3,328 


5,993 


u,432 


Miller 


6,917 


79 


36,747 


28,057 


29,355 


Mississippi 


31,286 


3-6o 


25,095 


15,121 


17,524 


Monroe 


19,246 


2-43 


4,313 


3,655 


4,156 


Montgomery 


4,041 


•47 


",374 


10,895 


15,003 


Nevada 


12,424 


1.41 


605 


3Si 


533 


Newton 


496 


,06 


9,724 


8,482 


10,145 


Ouachita 


9,450 


1.08. 


6,493 


3,582 


5,948 


Perry 


4,674 


•53 


36,032 


25,219 


23,776 


Phillips 


28,342 


3.22 


3,930 


4,411 


4,468 


Pike 


4,269 


■So 


5,638 


3,359 


4,248 


Poinsett 


4,414 


■52 


3,231 


2,547 


2,702 


Polk 


3,826 


■43 


23,284 


13,939 


18,147 


Pope 


18,456 


2.10 


9,763 


7,757 


9,392 


Prairie 


8,970 


1.02 


23,279 


15,580 


18, 142 


Pulaski 


19,000 


215 


12,231 


6,051 


6,989 


Randolph 


8,427 


■95 


27,483 


22,564 


20,310 


St. Francis 


23,452 


2.67 


5,231 


3,722 


4,798 


Saline 


4.587 


•52 


7,134 


4,969 


5,984 


Scott 


6,029 


.69 


2,099 


1,376 


2,101 


Searcy 


1.859 


.22 


",S47 


9,364 


10,811 


Sebastian 


io,577 


1.20 


7,212 


7,3i8 


9,512 


Sevier 


8,014 


■9i 


5,230 


2,706 


4,309 


Sharp 


4,081 


■45 


2,237 


i,i75 


2,084 


Stone 


1,832 


.20 


i4,35i 


16,137 


17,812 


Union 


16,100 


1-93 


6,522 


4,286 


4,933 


Van Bur en 


5,247 


•59 


18,685 


13,292 


16,002 


White 


15,993 


1.82 


29,913 


23,663 


23,196 


Woodruff 


25,590 


3.01 


22,860 


17,723 


19,766 


Yell 


20,116 


2.30 






6 


All other 


2 




996,093 


751,851 


894,268 


880,936 


100.00 
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The method used by the Mercantile Cotton Crop Reporting 
Corporation for obtaining their data is that noted in several previous 
instances, namely, the use of a great number of picked corre- 
spondents located in the cotton producing area. A postal is addressed 
to each one of these asking for estimates. In compiling this data a 
system of weighing is used, and it certainly contributes to a result 
more scientifically accurate than could a simple arithmetric average 
of all the replies received. The county is the basis on which the 
results are tabulated. For each state a blank form is used like the 
one here reproduced for Arkansas, giving the yield of cotton for 
each county for three years past. The average of these three years 
is then computed; another column giving the percentage which 
the average for the county is of the total average crop for the 
three years. This column of percentages, then, gives the relative 
weight that the returns of each county are going to bear in making 
up the total for the state. Ashley county, for instance, would be 
credited with 2.65 per cent, of the yield, calculated on the state. 
Pike county would be credited with only .50 per cent. Having 
obtained a figure for each state, these are again weighed for the 
final or United States result. Florida would be credited with one 
per cent, while Texas would have twenty-eight per cent. If esti- 
mates of the cotton crop are valuable, then the scientific method 
used above for arriving at a correct estimate is to be encouraged. 

Opposed to this way of arriving at results will be found many 
to which the application of the term scientific would be a travesty. 
For instance, among doubtful methods of arriving at results the 
following examples might be cited: Inquiries are sent to dealers, 
buyers, farmers, etc., asking the simple question, "How much cotton 
will your county raise this year?" To the sum of the results thus 
received seven and one-half per cent is added, based on the observa- 
tions that these correspondents generally underestimate the crop by 
that amount. This latter result is made the basis of a published 
estimate on the size of the crop. Many reports will be found which 
are based on no more trustworthy methods, and their existence 
justifies the suggestion that a careful description of method is due 
from any organization which issues reports to those who receive 
reports and base their operations on them. More diligence in this 
matter would mean less opportunity for manipulating the market. 

In addition to the statistics thus far discussed concerning the 
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cotton crop, brokers, producers and manufacturers are interested in 
current prices on the exchanges. This subject needs only a mention 
here, for each exchange individually compiles its own data, and by 
means of the ticker, telegraph and cable, and later the newspapers, 
this information is immediately disseminated to all interested parties. 

Sources of Information in the Cereal Markets 

Current information in the cereal markets is sought more 
eagerly than any other data in the produce markets, owing to the 
commanding importance which grain occupies. The system of 
trading in futures is greater in wheat even than it is in cotton, and 
just in proportion as it is greater there is greater demand for data 
as to current happenings. 

It was to forecast the probable wheat crop that the government 
crop reports were first undertaken. From a small beginning they 
have grown in scope until to-day they cover almost everything grown 
in the United States that can be considered of commercial impor- 
tance. Those parts of the reports dealing with the cereal crops 
which are traded in on exchanges are as follows : The March report 
gives the stocks of grain in farmers' hands; the distribution and 
consumption of corn, wheat and oats; and the average natural 
weight of wheat and oats. The April schedule, the first which gives 
condition reports, deals with the condition of winter wheat and rye. 
In May further reports are made upon the condition of winter wheat, 
rye, meadow lands and spring pasture. It also covers the portion 
of the original acreage of winter wheat that has been, or will for 
any reason have to be, abandoned. In June the acreage of all the 
important crops is reported on, chief among which is spring wheat. 
The condition of wheat, oats, barley, rye, clover and spring pasture 
is dealt with. The July schedule gives the acreage planted to corn ; 
the stocks of wheat in farmers' hands; and the condition figures as 
before. Condition figures are reported for all crops up to Septem- 
ber, when most of the smaller cereals are harvested. The condition 
of corn is reported on in October, and in the annual report for 
December the condition of winter wheat and rye planted for the 
following year's crop is dealt with. In addition to these data, the 
estimated average yield of winter wheat and the stocks of oats in 
farmers' hands are dealt with in August; the average yield and 
quality of spring wheat, barley, oats and rye in October; and the 
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average yield per acre of corn in November. The annual report of 
the crop reporting board comes out in December, when all crops 
are harvested and it is possible to obtain trustworthy estimates of 
the total crops. The production and prices of all the principal crops 
are dealt with in this schedule, together with the acreage of winter 
wheat and rye sown for the crop of the following year. The 
government's weekly weather reports are watched in the grain 
markets equally as closely as in cotton. In fact, some brokers will 
go so far as to say that a careful observance of weather conditions 
throughout the producing area will enable them to anticipate very 
closely the result of a coming crop report. 

Aside from the government reports there are three agencies for 
securing news in the grain markets. They are (i) the grain 
exchanges and allied organizations; (2) large commission and 
brokerage firms, which make a canvass by correspondence ; and 
(3) the private crop expert, the latter analogous to those already 
noted in the cotton market. 

The grain exchanges annually spend enormous sums of money 
in compiling statistics of their own dealings. Nearly every exchange 
maintains a committee whose duty this shall be. The practice of the 
Philadelphia Commercial Exchange is typical. Its by-laws state 
that "The committee on information and statistics shall have super- 
vision of the library of the exchange, and all matters pertaining 
thereto. ... It shall, unless otherwise directed, have charge of 
newspapers, market reports, telegraphic and statistical information 
for the use of the exchange; and it shall be the duty of the said 
committee to organize plans for obtaining regularly, and at the 
earliest moment, such reliable information as may affect the value of 
articles dealt in by the members of the exchange." 

The Philadelphia exchange publishes each day a record of stocks 
held in elevators, vessels or cars loaded, and daily receipts and 
shipments. A reduced facsimile of one of their daily reports is 
shown on page 106. Some of the exchanges go further and attempt 
to compile summaries. The Chicago Board of Trade, for instance, 
compiles figures of visible supplies of grain. But in this immediate 
connection the work that is best known and has most general 
acceptance throughout the country is that of "Bradstreet's Trade 
Review." Bradstreet's collects the figures of stock of grain on 
hand at the grain supply centers by means of agents and the use of 
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the telegraph, and the total is published in the journal of that name. 
Visible supply figures are also published weekly by "Dun's Review." 

The greatest organization of all, either in this country or abroad, 
dealing with the grain exchanges as a whole is Broomhall's Agency. 
Broomhall's Agency has become the official representative of prac- 
tically every important grain exchange in the world. Its method 
of operation is well described by Mr. G. P. Broomhall, the American 
representative, in a letter to the writer : "We have no regular forms 
which we send to our correspondents, but our agents send us advices, 
some daily, others weekly, either by mail or wire and also by cable. 
We have, for instance, about three hundred agents and corre- 
spondents scattered all through the important grain-producing coun- 
tries, and any change in weather conditions, say in Russia or 
Argentine, is at once cabled to our Liverpool office, from which 
point it is again disseminated, in America, for instance, by this 
office" [the New York office] "to private subscribers here at New 
York, and they in turn wire the information over their private wires 
to Chicago and the far West. We are the foreign correspondents 
for the Chicago Board of Trade, and since January 1st this year 
[1911] are supplying the New York Produce Exchange with all 
their foreign information. The Buenos Ayres Grain Exchange also 
receives our foreign grain service, and also the Liverpool grain 
exchanges. 

"All the largest exchanges in the world which handle grain use 
our foreign cabled grain service. We have agents on all these 
markets and through them we obtain the official prices posted on 
them, and they are in turn sent to Liverpool and again redistributed 
to other exchanges. Statistical information, such as exports, 
receipts, shipments, are also gathered by our agents and sent to 
Liverpool, who in turn have them tabulated and sent through the 
various countries. For instance, each Saturday afternoon I per- 
sonally compile the shipments of wheat, corn and flour, that is, 
the amount of grain shipped from the different ports in this country 
for the week. We have agents at all the ports on the Atlantic and 
Pacific seaboard and they send me in by mail and wire the amount 
of grain shipped for the week, and after condensing same I cable 
this information to my Liverpool office, and they, after receiving 
the returns from our agents in Russia, Argentine, India, Australia 
and any other exporting countries, are able by this: to compile the 
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total amount of wheat shipped for the week from all countries. 
. . . Our head office in Liverpool is the center to which all 
information is mailed, wired and cabled, and they in turn through 
the different exchanges are able to have the information made public 
all through the world." Broomhall's "Corn Trade News" is the 
official paper of this agency, a special edition of which is published 
in New York. Prices are sent from New York to Liverpool and 
posted on the exchange board within six minutes, and direct com- 
munication from New York to Argentine is accomplished within 
fifteen minutes. 

In addition to the methods just described for collecting and 
compiling data, many of the larger grain commission and brokerage 
houses, such as Finley Barrell & Co., Chicago; Logan & Bryan, 
New York ; Bartlett Frazier Company, New York ; and S. B. Chapin 
& Co., New York, make a practice of canvassing the intelligent 
opinion of men located in the grain belt for the purpose of estimating 
the conditions of the grain, the acreage, etc. As an example, Finley 
Barrell & Co. recently mailed to some five thousand individual cor- 
respondents postal cards having the following questions concerning 
the corn crop : 

Has corn crop turned out better or poorer than expected? 

Are husking returns larger or smaller than expected? 

What is the present condition of corn? 

Are farmers satisfied with present prices? 

Have they sold new corn freely? 

Will movement to market be free? 

How soon will it commence? 

A great number of these correspondents are in daily communi- 
cation with their firms and are able to inform the latter of any 
circumstance of sufficient importance to justify a special investiga- 
tion. In fact, Mr. S. S. Daniels, editor of the market reports of the 
Philadelphia Commercial Exchange, is authority for the statement 
that these reports coming in daily over cables, wires and tickers are 
the greatest general factor influencing prices. 

The private crop experts are usually in the employ of, or repre- 
sent, some large firm or commission merchants. Here as elsewhere 
it will be found that there are both good and bad. Numbers of so- 
called crop experts publish misleading crop reports in order to 
influence the market in the interest of speculators. But there are a 
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number— one broker puts it at less than one and one-half dozen— of 
genuine crop experts, men of mature judgment whose business it 
is to give disinterested and impartial advice on the growing crops 
and whose opinions can be depended upon to represent the facts as 
they know them. Foremost among such men in this country are 
Mr. John M. Inglis, with Logan & Bryan, New York; Mr. B. W. 
Snow, of Bartlett Frazier Company, New York; Mr. Oscar K. 
Lyle, of S. B. Chapin & Co., New York; and Mr. George M. Le 
Count, with Finley Barrell & Co., Chicago. Representatives of any 
of these firms can usually be found on any important grain exchange. 
These different men use different methods. The method of Mr. 
Le Count, for instance, is that of direct observation, going into and 
through the grain growing sections of the country and minutely 
examining the growing crops. Snow's reports, on the other hand, 
are the result of an organization almost as complicated as and 
modeled upon the government crop reporting service. Needless to 
say, these men, while classified together here, perform functions 
differing the one from the other. 

The Coffee Market 

The coffee market, like the grain market, looks to the exchanges 
for its current information. The production of coffee is localized 
as is probably no other commodity sold to-day by the exchange 
method. By far the largest part of the world's supply is grown in 
the State of Sao Paulo, Brazil. A small portion comes from the 
East Indies. The exchanges which are instrumental in fixing the 
prices of coffee are New York, Havre, Bremen and Hamburg. There 
are some private reports on coffee, but the superintendent of the 
New York Coffee Exchange is authority for the statement that with 
one exception they have no influence on the market. That report is 
the one issued by Messrs. Willet and Gray, of New York. 

The great source of information in the United States on the 
coffee market is the New York Coffee Exchange. It publishes daily, 
monthly and annual reports ; its figures are accepted as accurate 
throughout the world, and its reports are looked forward to with 
great interest by the trade. The statistical work of this exchange 
consists in collecting and compiling daily detailed information as to 
the prices of coffee on its own floor, at Havre, Hamburg and Rio 
de Janeiro ; stocks on hand with their location ; daily and weekly 
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receipts and deliveries from all important warehouses of the world; 
coffee afloat, with source of origin and destination; and, lastly, 
reports on weather and temperature in the regions of coffee produc- 
tion. This information furnishes a complete report of the daily 
condition of the growing crop, the location and the movement of 
stocks on hand and the prices ruling on the important exchanges. 

These daily reports are further condensed into a monthly sum- 
mary of the figures enumerated above. The most important item 
of the monthly report is the table of the world's visible supply, and 
it is looked forward to each month with great interest. The visible 
supply figures are also compiled by two European organizations, viz : 
Messrs. Duuring & Zoon, of Rotterdam, and Mr. E. Laneuville, of 
Havre. The three separate totals show a very small difference. 

The "Annual Supplement" of the coffee exchange report sum- 
marizes in more condensed form the reports already noted and is of 
historical value principally. It serves, of course, to afford a quick 
comparison for a series of years as regards the total yield, the move- 
ment of the crop to points of consumption, and the comparative 
prices. 

Metal Statistics 

Information dealing with the metal market may be grouped 
under three heads, viz: (i) Sources of current statistics; (2) trade 
papers publishing current information; and (3) annual statistical 
publications. The following are the important ones : 

1. Sources of Current Statistics 

A. United States Statistics : 

American Iron and Steel Association, 261 S. 4th St., Philadelphia. 

Copper Producers' Association, No. 1, Liberty St., New York. 

Horace J. Stevens, ed. "The Copper Handbook,'' Houghton, Mich. 

"The Iron Trade Review,'' Cleveland, O. 

"Engineering and Mining Journal," New York. 

United States Steel Corporation Monthly Report of unfilled orders. 

Custom House returns. 

B. English and Foreign Statistics : 
Julius Matton, 25 Rood Lane, London. 
Henry Merton & Co., Ltd., London. 
Vivian, Younger & Bond, London. 

2. Trade Papers Publishing Current Information 

"The Journal of Commerce and Commercial Bulletin," New York. 
"The Iron and Coal Trades Review," London. 
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"The Iron Trade Review," Cleveland. 

"The Iron Age," New York. 

"Mineral Industry," New York. 

"Engineering and Mining Journal," New York. 

"American Metal Market" and "Daily Iron and Steel Report." 
Published by the American Metal Market Co., 81 Fulton St., 
New York. 

"The Steel and Metal Digest" (monthly). Published by the Ameri- 
can Metal Market Co., 81 Fulton St., New York. 

"Bulletin of the American Iron and Steel Association," 261 S. 4th 
St., Philadelphia. 

3. Annual Statistical Publications 

"Statistical Report of the American Iron and Steel Association," 

261 S. 4th St., Philadelphia. 
"Metal Statistics," published by the American Metal Market Co., 

81 Fulton St., New York. 
Publications of the United States Geological Survey. 
"Commerce and Navigation of the United States," published by the 

Bureau of Statistics, Washington, D. C. 

"The Copper Handbook," published by Horace J. Stevens, Hough- 
ton, Mich. 

Comparative Statistics of Lead, Copper, Spelter, Tin, Aluminum, 
Nickel, Quicksilver and Silver, compiled by the Metalsgesell- 
schaft, the Metallurgische-Gesellschaft A.-G. and the Berg- 
and Metalbank Aktiengesellschaft, Frankfurt-am-Main, Germany. 

"Directory of Iron and Steel Works in the United States," pub- 
lished by the American Iron and Steel Association. 

This classification is made on the basis of nearness to the source 
whence the statistics originate both in time and place, the intention 
being to show as nearly as possible in all cases the original source 
from which the information is compiled, the channels by which it 
first reaches the general public, and then the annual volumes into 
which it finally finds its way and is permanently preserved. 

The pioneer collecting agency for iron and steel statistics in the 
United States is the American Iron and Steel Association. Its 
statistical work relates mainly to the operation of all the iron and 
steel works of the United States, covering the production of the 
blast furnaces, rolling mills and steel works. So thoroughly does 
this organization do its work and in such confidence is it held by 
the trade that its data are accepted everywhere as authoritative. Its 
inquiries are sent to each individual manufacturer with requests for 
his own production. These returns are then summarized by dis- 
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tricts, states and for the whole country. Much of the success of 
the association in obtaining data is due to its method of disclosing 
to no person the results for individual establishments. It publishes 
only the summaries. It sends out regular blank forms of a most 
comprehensive nature on which returns are made. 

The "Iron Trade Review," of Cleveland, a trade paper, collects 
from the mines of the Lakes Region their annual output of iron 
ore. While this is an annual publication, it is the only publication 
of its kind, and is looked forward to with great interest. It is 
republished in every important paper which reports on the metal 
markets. 

What is done for iron and steel by the two organizations just 
noted is done in much the same manner for copper by two other 
organizations, viz : the Copper Producers' Association, of No. i 
Liberty Street, New York City, and Horace J. Stevens, editor of 
"The Copper Handbook," Houghton, Michigan. The former is an 
association created and supported by about a dozen copper producing 
companies. And since these companies control the entire output, the 
production of copper is concentrated in a way that makes the gather- 
ing of data a simple matter. The Copper Producers' Association 
has to deal with these few companies only. The reports are pub- 
lished monthly and deal exclusively with copper in marketable 
condition. 

The best available source of statistics of mine production and 
of general information concerning copper and copper mining com- 
panies is that published by Horace J. Stevens in his annual "Copper 
Handbook." In an extended letter to the writer, Mr. Stevens 
explains his method of collecting statistics and the importance of 
this subject justifies a reproduction in substance of his statement. 
With an annual request which he sends to mine owners he incloses 
a blank question sheet of a most exhaustive nature. This request 
goes to the ten thousand and more companies that are described in 
the "Handbook" and also to several thousand others who are not 
there included. In addition to these he utilizes other sources of 
information, as follows: Different governments of the world, 
through the proper departments, are requested to send official reports 
and other information not published but on file. All reports of 
mining companies are kept on file, as are also the prospectii of 
new companies. The services of a clipping bureau are utilized and 

(440) 



Current Sources of Information 123 

a clipping bureau is maintained in his own office. One of his most 
valuable sources of information conies from his correspondence with 
mining engineers throughout the world. 

Of first hand material two other sources must still be noted. 
The United States Steel Corporation now publishes a monthly report 
of its unfilled orders, and, due to its commanding position in the iron 
and steel business, this report is taken as indicative of the current 
condition of that industry. The report is looked forward to with 
great interest by brokers. The custom house furnishes currently to 
the trade the figures of imports and exports of metals, which later 
come out in the monthly and annual summaries. For English and 
foreign data there are three firms in London whose names are well 
known. No more than a mere mention of them is necessary here. 
They are Julius Matton, 25 Rood Lane; Henry R. Merton & Co., 
Limited, and Vivian, Younger & Bond. Their statistics of produc- 
tion and prices appear in the weekly editions of the "Iron and 
Coal Trades Review" (London), and they are credited with a large 
part of the foreign statistics in the principal annual publications. 

The second step in the distribution of this enormous mass of 
information is its publication by the trade papers. A detailed 
description of the reports of each of these journals is not necessary. 
The general objection that can be directed at most of them is that 
they are first technical journals, dealing with the mechanical side of 
mining and are only secondarily trade journals, publishing market 
news. The result of this is that their market reports are in many, 
if not most, cases meager in the extreme. Some of them, as, for 
instance, the "Iron Trade Review" and the "Engineering and Mining 
Journal," are important more because of the original material they 
compile than for their market reports. The "New York Journal of 
Commerce" is a model among the trade newspapers in this country. 
Its reports are full, are well classified and are not too much inter- 
mingled with "opinions." The "Iron and Coal Trades Review" 
(London) is also a model trade paper. Its weekly edition has 
separate divisions devoted to each of the important metal markets, 
beginning with a concise statement of the condition of the market, 
followed with a small and concise table of statistics comprising 
prices, production, etc. A large part of the value of its reports is 
due to the arrangement of the material in such a way that the 
substance can be quickly grasped without the necessity of disen- 
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tangling it from a mass of unimportant data. The pioneer effort 
in the way of a daily paper devoted exclusively to the metal markets 
belongs to the American Metal Market Company. Its daily publica- 
tion, "The American Metal Market and Daily Iron and Steel 
Report," to-day publishes the best reports on production, prices and 
news of the metal trades, and it. bids fair to become the sort of paper 
that is needed. The monthly publication of the same organization, 
"The Steel and Metal Digest," presents the same data in a somewhat 
less detailed and more summarized form monthly. The American 
Iron and Steel Association issues a monthly bulletin dealing with 
the statistics it has compiled. Practically all the daily newspapers 
in the large cities publish daily reports on the metal markets. Most 
of these leave much to be desired. They give only a fleeting im- 
pression of the market and are hardly trustworthy for one whose 
interest demands definite and detailed facts. 

The work of the annual publications consists in collecting the 
information already enumerated and putting it in permanent form. 
Foremost among these is the "Annual Statistical Report of the 
American Iron and Steel Association," which embodies the yearly 
results of the work of the association. The "Directory of Iron and 
Steel Works," published, or revised, every three or four years by 
the same organization, is the only publication of its kind in the 
United States and is an invaluable work. "Metal Statistics," pub- 
lished by the American Metal Market Company, is a comparatively 
recent publication, the fourth edition appearing in 191 1. It is some- 
what smaller and more condensed than the one first enumerated and 
presents in a concise handy pocket volume the important data. Its 
statistics are taken from the compilation of the Iron and Steel 
Association. The "Copper Handbook," edited and published by 
Horace J. Stevens, is the best and practically the only volume dealing 
exhaustively with copper. The United States Government furnishes 
annual figures which cannot, be obtained elsewhere. In the annual 
reports of the United States Geological Survey are to be found 
figures of the production and consumption of metals in the United 
States, and the annual volume on "Commerce and Navigation of the 
United States," published by the Bureau of Statistics, furnishes 
figures of imports and exports of metals. Last to be noted is the 
most exhaustive publication of all dealing with metals, viz: "Com- 
parative Statistics of Lead, Copper, Spelter, Tin, Aluminum, Nickel, 
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Quicksilver and Silver," published at Frankfurt-am-Main, Germany. 
This is a compilation by the Metalsgesellschaft, the Metallurgische- 
Gesellschaft A.-G. and the Berg and Metalbank Aktiengesellschaft, 
the sources of its statistics being in many instances the organizations 
already noted, but they are collected here in an exhaustive way 
nowhere else to be found. The possession of this compilation is 
indispensable to one who has large interests in the metal markets. 
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GOVERNMENTAL REGULATION OF SPECULATION 



By Carl Parker, 
Columbia University, New York. 



Public Opinion and Speculation 

There are few important economic questions about which there 
is more confusion of ideas than there is concerning speculation. 
The attitude of the general public, as expressed through the press, 
and in the resolutions and laws of the legislatures and of congress, 
and the interpretation of these laws by the courts, shows a wide- 
spread lack of information concerning the buying and selling of 
produce and securities upon organized exchanges. This confusion 
seems to consist largely in two misunderstandings, viz., first, that 
speculation in itself is the cause of the rise or fall in prices, and, 
second, that speculation is identical with gambling, i. c, that it 
serves no useful purpose, but exists only as an outlet for certain 
trouble-making tendencies in human nature. 

It is quite natural that there should be this lack of familiarity 
on the part of the public with our modern mechanism for distrib- 
uting commodities. This mechanism is the product of one of the 
most rapid series of changes in industrial organization that the 
world has ever known. When we recall that the first railroad was 
opened for traffic in England in 1825, that in 1850 there were only 
9,021 miles of railroads in the United States, that the first steam- 
ship crossed the Atlantic only in 1838, that the commercial telegraph 
was invented in 1837, and the first successful Atlantic cable laid 
in 1866; when we recall these facts, we realize only in part the 
tremendous change which has come over the economic world within 
practically the last fifty years. While within this period the 
country's population has grown from 31,443,321 in i860 to 
91,972,267 in 1910, the production and consumption of goods have 
increased at a far more rapid pace, as is shown by the following 
comparison : 

(444) 



Governmental Regulation of Speculation 



127 



Cotton 

Wheat 

Corn 

Pig iron 

Coal 

Petroleum 

Gold 

Copper 

Crude steel 

Product of national 

manufactures 

Product of farms 



3,841,416 bales 
173,104,924 bushels 
838,792,780 bushels 
821,223 long tons 
13,044,680 long tons 
21,000,000 gallons 
6,486,262 ounces 
14,400,000 poundsf 
19,643 tons§ 

$1,885,861,676 
$1,958,030,92711 



10,650,961 bales 

695,413,000 bushels 

3,121,381,000 bushels 

27,000,000 tons* 

407,000,000 tons* 

5,388,000,000 gallonsf 

23,000,000 ounces 
1,500,000,000 poundsj 
2 3.755.° 21 tons l! 

$14,802,147,087 
$8,926,000,000 



♦Approximate. tioo8. JEstimated. 

SFirst Bessemer steel manufactured in the United States. 

J1909. T1870. 

Vastly more important, however, for our purposes is the 
equally great change that has come about partly as a result of 
these other changes in the organization of business itself during 
this same period. The most striking features of this development 
are: 

1. The growth of large-scale production with its accompanying 
by-product economies. 

2. The enormous conversion, largely since 1.880, of partner- 
ship and one-man businesses into corporations, with the corre- 
sponding increase of stocks and bonds. 

3. The combination of concerns in the same or allied lines into 
huge holding corporations with hundreds of millions of capital. 

4. The rise of great, organized public markets throughout the 
country for the buying and selling of stocks and produce. 

These features of our industrial growth are well known, but 
their close relationship and interdependence are not always borne 
in mind. In the year 1863, for example, the highest price of a seat 
on the New York Stock Exchange was $4,500; in 1910 it was 
$91,000. From a small business in the national debt and railroad 
securities in i860 the business of the exchange has risen to sales 
of 212,563,644 shares of stock and bonds to the value (at par) of 
$1,311,874,700 for the year 1909, which is a representative year. 
During this same year the par value of new stocks listed was 
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$1,154,990,370 and of bonds $1,009,518,600. A similar growth is 
characteristic of the grain and cotton exchanges. The Chicago 
Board of Trade was incorporated in 1859 and the cotton exchanges 
in the early seventies. To-day sales on the New York Cotton 
Exchange amount to about fifty million bales per year; while the 
sales of wheat on the Chicago Board of Trade each year exceed 
the nation's crop in this cereal by several times. 

Until comparatively recent times little recognition was given to 
the claims of remuneration for risk-taking. Cunningham, 1 in his 
"English Industry and Commerce," says : "English merchants were 
not to forestall wine in Gascony, or buy it up before the vintage, 
and the time of the common passages; nor were they to charge 
high for the wine on the pretense that they ran risks. Cost of 
carriage was a charge that could be checked, and this might doubt- 
less be allowed for when sale was made in London; but remunera- 
tion for risk was obviously regarded as a mere excuse for arbitrary 
demands on the part of the merchant, and these were not to be 
permitted at all." 

To-day we recognize that risks must be taken if industry is 
to be carried on, and that all necessary risks must be eventually 
borne by the consumer in the higher price of the goods thus 
produced. The world is willing to pay for the necessary risks 
assumed in the growing and marketing of its crops, but it demands 
that this risk be made as small as possible. Yet how is the world 
to determine each year what a reasonable price for its wheat is — a 
price fair to the farmer who grows the grain and fair to the 
millions who consume it? The problem has been solved by the 
growth of the speculating class, men who make it their profession 
to study the conditions of the supply of and demand for wheat 
throughout the entire world, and buy and sell accordingly until the 
price approximates a point which gives the farmer a fair remunera- 
tion for his labor and judgment, thus insuring a continuance of the 
supply, and at the same time keeps down the price to the consumer 
as near as possible to that secured by the farmer. I say as near 
as possible because in no other field is competition more sharp and 
vigorous than on the organized markets where produce is bought 
and sold. 

From the individual point of view, the speculator is one who 

'Vol. I, p. 294, quoted from Emery, "Speculation in the United States. 
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seeks to forecast changes in value, and buys and sells accordingly 
in order to secure as a profit the difference between the two prices. 
From "the point of view of the trade, the speculator is that member 
of it who assumes the risk of changes in value of the given 
product as it passes from producer to consumer. His services are 
in the nature of an insurance to the other member of the trade. 
As a member of the body politic, the speculator may be regarded 
as embodying the keenest foresight of the community. He is the 
commercial scout who first discovers and reports changes in values, 
and thus is indispensably instrumental in the direction of the world's 
industry into the most efficient channels. 

There are two main lines along which agitation against 
organized speculation has proceeded. The one is economic. 
It is a protest, on the one hand, from producers or sellers that 
speculation lowers prices, and is directed mainly against "bear" 
activities; and, on the other hand, from consumers or buyers that 
speculation raises prices, and is directed mainly against the "bulls." 
The moral program, however, which we will consider first, cares 
not for bulls or bears, or for the specific effect of speculation 
upon prices. It often denies, in fact, that speculation has any 
effect upon prices, except, to use its own expression, "to demoralize" 
them. It identifies speculation with gambling, and condemns both 
alike. Its supporters see and read about the lives ruined by 
unfortunate speculation on the exchanges, the defalcations of 
trusted bankers and employees to make good losses incurred in 
the market, and the hundreds of tales of woe that rise always from 
such centers of trade; and, as is quite natural for unreflecting 
individuals, especially when given the cue by an unreflecting press, 
they come to the conclusion that the organized market, with its 
facilities for all to buy and sell, is more of an evil than a good, that 
the whole process is gambling, according to the most radical, and 
should be crushed out. In Germany, this idea of crushing out the 
evil was put into practice with results that will be described later. 

In the growing and distributing of produce the community 
must take the risks of fluctuations in value. How shall this risk 
best be taken? Who is best fitted to measure and meet it? The 
farmer cannot take it. He, as an individual, raises but a ten 
thousandth part of the crop. The consumer or the baker who 
buys a fractional part of the flour manufactured cannot assume it 
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with any success. The price of wheat, for instance, which fluc- 
tuates is a world price. The big wholesaler formerly took much 
of the risk of changes in the value of wheat occurring between the 
moment it ripened in the field and the moment it went to the miller 
to be turned into flour, and he still takes a large part of it. But the 
final evolution of the problem of risk in this field of production is 
the development of a trained group of speculators who give their 
time, ability and capital to the determination of values. They have 
come to express, where there is a bona fide market, the best 
judgments of the world on the value of the commodities in which 
they deal. The bulls take care of the interest of the farmer. They 
watch every opportunity to push up the price. Every failure of 
the crop in a local district, every bad period of weather which 
seems likely to bring about or increase that failure is used by the 
bulls as a basis for paying or offering to pay a higher price for the 
crop in question. On the other hand, the bears represent the 
consumer who is on the watch to buy at the lowest possible price. 
They are the agents of the bread-eating public to see that every 
factor tending to lower the price has an adequate effect in lowering 
the price, as far and as soon as possible. For this service of acting 
as a medium through which the forces of supply and demand act 
with the least friction, the speculator receives his speculative profits. 
These may at times be large, but they are no larger than profits 
gained in any pursuit. Exceptional ability invariably commands 
exceptional returns. 

Most people have yet to learn that they cannot speculate 
successfully because they are allowed, and are able, to buy and 
sell produce on a ten per cent margin. When we reflect that some- 
thing over ninety per cent of all people who go into business for 
themselves fail, we should not be surprised that of the thousands 
of "outside lambs'' who attempt to assume the risks of one of the 
most uncertain occupations in the business world, and one about 
which they know little or nothing, the great majority should fail, and 
fail in a very short time to an extent not even always limited to their 
capital. The real problem in this connection is not to destroy 
organized speculation and go back to the uneconomical methods of 
the past, but to give individuals who have a special aptitude for 
speculation the best training we can for that difficult occupation, 
and let them do the speculating just as certain specially trained 
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classes take care of our bodies, our souls, and our legal rights. 
But, as in these three latter cases, a well-informed and aggressive 
public is indispensable to the development of the greatest merit, so 
in speculation, public education on the subject is the best guarantee 
that the organized market will be put exclusively to the use for 
which it was established. 

As to the objections to speculation that it raises prices, or 
lowers prices according to the point of view, it is only necessary 
to point out that speculation has always existed where uncertainty 
exists, that it is the effect of conditions and not the cause of them, 
that its object and reason for being is to foresee and anticipate 
price changes by buying and selling and not to create them. As 
by speculation, however, its critics usually mean the trading in 
"futures," I may quote from a report (1901) of the United States 
Industrial Commission on the "Distribution of Farm Products," in 
which this feature was specifically discussed. 

On page 213 of this report, after several pages of tables and 
charts containing spot (cash) and future prices, the following 
summary is given : "Out of fifty-seven different futures compared 
with the spot (cash) prices realized in the New York cotton market 
from 1881-82 to 1899, in twenty-nine cases the futures proved to 
be higher than the spots realized three months hence, and in 
twenty-eight cases the futures were lower than the spots at 
maturity— that is, the speculative judgment anticipated the realized 
value of cotton a little too favorably in half the cases and not quite 
favorably enough in the other half. 

"In the Liverpool market, out of fifty-seven cases (1881-82 to 
1899) of comparison of future bids with spot prices realized at 
the expiration of the contract period, it appears that in thirty cases 
the future prices were lower than the spot prices realized at 
maturity of contract, and in twenty-seven cases the future prices 
were higher than the spot prices realized at maturity. In the New 
Orleans market, out of fifty-seven cases, in twenty-five of them the 
future price was lower than the spot price realized three months 
later, and in twenty-six cases the future price was higher than the 
spot price. 

"These results would seem to support the conclusion that, in 
the long run, the speculative quotations for future delivery are 
neither uniformly above nor below the level of the proper cash 
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value of cotton as determined at the future date, but that they are 
tentative anticipations of such realizable value as the conditions of 
the supply and demand are most likely to determine at the time 
when the future contract matures." . . . 

Again, on page 233, the report continues: "As we have 
attempted to show, it is a mistake to represent speculation in futures 
as an organized attempt to depress prices to the producers. 

"First. Because every short seller must become a buyer before 
he carries out his contract. 

"Second. Because, so far as spot pfices are concerned, the 
short seller appears as a buyer and not a seller, and, therefore, 
against his own will is instrumental in raising prices. 

"Third. Because, as far as 'future' prices are concerned, the 
■'bull' in speculative buying counteracts the effects of speculative 
selling by the 'bear.' 

"Fourth. Because the 'bull' in his realizing operations when 
depressing prices are counteracted -by the opposite effect of the 
'covering' movements of the 'bear,' the two sides thus keeping the 
market price about where it would be kept in the long run if instead 
of 'bulls', and 'bears' there would be ordinary legitimate buyers and 
sellers. 

"Fifth. Because, as has been shown, future sales are not made 
at a uniformly lower price than the corresponding spot price, but, 
on the contrary, are on the average a little above spot prices to 
meet the cost of storage, interest and other charges. 

"Sixth. Because, as has been shown, neither the 'bulls' nor the 
'bears' are uniformly on the winning side, but are about equally 
winners and losers, thus proving that one is about as important and 
influential a factor in the market as the other. 

"Seventh. Because evidence, believed to be conclusive, has 
been presented showing that, under speculation, prices prevailing 
at the time when producers dispose of the greater part of their 
products are greater in comparison to the rest of the year than 
they were before the advent of speculation." 

This last point refers to a comparative study of prices before 
and after speculation began, on both the wheat and cotton 
exchanges. The figures show that month to month fluctuations have 
steadily diminished in extent but increased in frequency from the 
earliest date, 1840; and, as pointed out above, the natural tendency 
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to falling prices, when the new crop comes on the market, has not 
only been counteracted by the development of speculation, but has 
been turned into an opposite movement, making the April and May 
price differ from the fall price only by the cost of storage, interest, 
etc., and sometimes even by not so much as these. The results of a 
study of the figures from the Berlin wheat market for forty years 
show substantially the same relation between futures and spots as 
in the case of Liverpool and the American exchanges. 

The misconception of the function of "futures" is due to a 
lack of a broad grasp of "the trade situation. We have, on the one 
hand, in the case of both cotton and grain, a multitude of unorgan- 
ized producers, many, if not most, of whom must sell their crop 
which may be large or small (fluctuations run into the millions) 
as soon as produced. On the other hand are the millers or cotton 
manufacturers of all degrees of wealth and policy, who must have 
the raw material for their mills. How can these two parties, 
buyers and sellers being in all parts of the globe, be best brought 
together? How is the price of the grain or cotton to be best fixed 
for the world, if not by the representatives of the two interests 
meeting at some common place with good transportation and tele- 
graphic facilities, and bargaining for their respective clients. 

Market conditions affecting the value of the two crops are 
changing every day. What cause for wonder is it that the same 
bale of cotton or the same bushel of wheat should be sold over and 
over again in a given season, or that a special class of traders 
should have gradually developed giving all their time to the deter- 
mination of these conditions and their effect on the prices of the 
two articles ? When farmers must be paid at once and millers and 
manufacturers buy only from month to month, some arrangement 
must be made to accommodate the two. When millers and manu- 
facturers contract far ahead for the delivery of flour or cloth, they 
must know something about the price which they must pay for their 
raw material, which perhaps they will not need nor be able to 
purchase for cash for several months. When the farmer plants 
cotton or wheat he ought to know something about the price he is 
to receive for his crop. When his market is the haphazard buying 
of the manufacturers and millers, what guarantee has he either of 
its steadiness or a fair price? This was the condition before the 
war when prices notoriously fluctuated and the big dealer had the 
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local farmer at a greater disadvantage than usual, with no central 
market publishing daily reports of the world prices. Now, the 
organized market stands ready at any moment to take over the 
farmer's crop and pay him for it the cash price. Whether he 
chooses to throw his entire crop on the market as soon as produced 
or to store and insure it himself, the price is maintained, and is 
ready for him every day of the year. 

The arrangement by which all these results are obtained is the 
"future," that is, the right to contract for months ahead on a small 
cash payment to deliver or pay for so many bales of cotton or 
bushels of wheat. The "future" contract in every department of 
business has made possible the disappearance of the old hand-to- 
mouth economy and enabled business men to live like rational 
beings with their work well planned many months or years in 
advance. Organized speculation not only transfers the burden of 
risk from one pair of shoulders to another better fitted to take it, 
but it cuts down the risk of over- or under-production for the 
community, of any one commodity. Too often the occasional wild 
flurries, the sensational corners, the streaks of good or bad fortune 
of some individual are heralded as indications of the nature of the 
exchange, while its steady everyday services to commerce and 
industry are passed by unnoticed. 

Let me call attention to some of the main items from a recog- 
nized authority that can be placed to the credit of speculation. 
From the final report of the Industrial Commission, 1902, page 186, 
"The three great functions which speculation performs in a free 
system of trading are : 

"First. To localize the risks of distribution among a special 
class of experts presumably well informed as to the facts of supply, 
demand, credit, exchange and the cost of distribution. 

"Second. To relieve producers and consumers alike of the 
expense and risk of being responsible for a year's production, thus 
freeing the cash income of both of these economic interests for 
other uses than those of protecting and providing a long-term 
supply of utilities. 

"Third. To reduce the profits of trade by ready and active 
competition among the various speculative interests toward a 
minimum of cash per unit of the commodity handled, by conducting 
distributive operations on a large scale. 
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"Throughout the East and West it appears to be the general 
practice of millers on a large scale, who make contracts for deliv- 
ering flour in the future, to purchase in the market for 'futures' a 
corresponding quantity of wheat against the contract for the 
delivery of flour which they have assumed. This system, as stated 
by entirely trustworthy representatives of the trade, has been found 
to be absolutely necessary in order to prevent the miller from 
assuming the extraordinary risks of changes in the market value 
of wheat. Only the more speculative and daring millers would 
undertake to fulfil future contracts without exercising this pre- 
caution of purchasing wheat 'futures.' In considering the question 
of whether buying and selling of 'futures' is consistent with the 
welfare of the producer, this aspect of the practice must be regarded 
as buying and selling insurance against loss. 

"The economic position of warehousemen in handling agricul- 
tural products under the present system is somewhat similar to that 
of the miller. The warehouseman with a million of bushels of grain 
in storage is obliged in some way to secure himself against loss 
from a fall in cash prices in the future, by selling 'futures' at a 
price which will cover his outlay. This absolutely eliminates that 
million bushels of grain from the class of risks which the business 
has to run." 



Speculation and the Laiv 

In England, as in this country, there have been relatively few 
attempts to regulate or restrict organized speculation as carried on 
to-day. In France the Bourse of Paris is a semi-public institution, 
and the consent of the Minister of Finance must be obtained to the 
appointment of new brokers and to certain other actions; but, in 
the main, French exchanges, as regards their internal arrangements, 
are left very largely to themselves. 

Until 1896 there was almost a complete lack of statutory 
regulation of exchanges in Germany. In that year, however, 
legislation was enacted of so radical and repressive a nature that it 
may be well to call attention to its provisions and their effects 
before reviewing the American federal and state activity in this 
direction. 

(453) 



136 The Annals of the American Academy 

The impetus to this legislation 2 came from the failure of certain 
large banks of Berlin in 1891 in connection with the misuse of their 
deposits and with evidence exposing an undue amount of speculation 
on the part of the public. In 1892 a commission was appointed by 
the imperial government, with Dr. Koch, president of the Reichs- 
bank directorate, as chairman, with "a majority of the membership 
being lawyers and a representation of landed proprietors, mer- 
chants and economists, to consider the whole question of the 
Bourse. 

Without going into the details of its investigations and report, 
which latter was made November 11, 1893, recommending certain 
statutory and administrative changes, it is fair to say that its work 
was well and impartially done, and its attitude and recommenda- 
tions both judicious and prudent. The imperial government, 
however, especially the Reichstag, being influenced by the agrarians, 
or rural landholding party, proceeded to make regulations much 
more stringent than those recommended by the commission. 

The "exchange act," as it was called, became law June 22, 
1896, and went into effect January 1, 1897. It contains provisions 
under five main headings: (1) General organization; (2) quota- 
tions of prices and duties of brokers; (3) the listing of securities; 
(4) transactions for future delivery; and (5) dealing on com- 
mission. It is with the fourth heading that we are chiefly concerned 
in this article, viz., that prohibiting all "exchange dealings for future 
delivery" in grain and flour, and also all "exchange delivery for the 
account" (to be settled on "account" day a month hence) in the 
shares of mining and industrial companies. The next important 
provision was the establishment of an "Exchange Register," in 
which was to be entered the name of every person engaging in 
future transactions. Contracts made by two persons entered in 
the register were declared binding and exempt from the defense of 
wages. Where either party was an unregistered person, the con- 
tract was void, and either party might evade payment if his opera- 
tions were ill-judged by putting forward the defense of wager. 

As pointed out by Emery, there were three real and supposed 
evils which these provisions sought to prevent, viz., ( 1 ) the manipu- 

! The following account has been taken largely from Emery in "The Political 
Science Quarterly," 1808, and "Yale Review," 1908-09, and Ernst Loeb in "Quar- 
terly Journal of Economics," 1897. 
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lation of prices by short sellers, cornerers and others, especially 
against the interests of the producers, (2) the fraudulent or "tricky" 
manipulation of prices of stocks by "insiders," (3) the demoralizing 
and disastrous participation of the outside public in speculative 
transactions. 

The last provision was expected to keep members of the public 
out of the market, in continental countries stocks and produce are 
dealt in on the same exchange, because, it was thought, they would 
not dare to announce themselves publicly as speculators by regis- 
tering; and not being registered, and thus able to make a void 
"future" contract, would not be trusted as customers by the bankers 
and brokers who engaged in the selling of stocks. 

The two former provisions were intended to prevent "future" 
trading in grain, which, according to the agrarians, lowered wheat 
prices, by overfilling the market with "wind" wheat, and to 
remove the opportunity from headstrong and ignorant individuals 
of injuring their morals and their fortune- by buying or selling 
shares in mining or industrial companies for the account. 

It now remains to examine the working of these German laws. 
The regulation as to registration proved a lamentable failure, and 
in 1908 was repealed. Despite the efforts of the leading banks to 
require registration by refusing to deal with unregistered persons 
except in purely cash transactions, not only the general public, but 
even the smaller brokers and provincial banks, declined to put 
down their names in what they called the "gambling register." The 
number of registrations never reached four hundred, of which not 
so many as forty were "outsiders." 

Where the cash transactions did increase, it was found that 
they were no less speculative than time dealings, and being deprived 
of the regulative action of the short seller the market became one- 
sided. Bull movements went higher than formerly; the crash was 
more disastrous, and fluctuations increased in violence. But the 
unregistered public did not turn wholly to cash dealing because of 
the ruling of the big banks. They found plenty of smaller concerns, 
and later the banks themselves, who were forced by failing trade to 
revoke their rule, willing to deal for them on the strength of 
personal honesty alone and to make contracts unenforceable by law. 
This opened a new field to professional crooks who, when they 
could induce a broker to trust them, defaulted on their losing 
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ventures, recovering their margins as well as the loss from the 
broker. Not alone the small jackal of the market, but well-to-do 
merchants and sometimes bankers appeared as defendants in these 
suits. Cases occurred where a man would buy and sell the same 
stock at once through two different brokers and refuse to settle on 
the losing contract. Opportunities for speculation were not at all 
removed. In fact, an added "tang" was given it to the adventurous 
who enjoyed the excitement of the increased uncertainty, while 
careful men easily could and did transfer their business to foreign 
markets, especially to London, Budapest, Paris and Amsterdam. 
Foreign agencies multiplied in Berlin and tax receipts on stock 
transfers fell from 20,000,000 marks in 1895-6 to 13,000,000 marks 
in 1902-3. Telegrams received at the offices of the exchanges fell 
eighteen per cent from 1893 to 1902, and in other offices increased 
forty-three per cent, showing the shifting of speculation from the 
organized exchange to the hands of the individual house, and not 
a decrease of such transactions. 

As for the prohibition of account trading in industrial and 
mining stocks, it is not necessary to go further than the statements 
of the German government itself to make an explanation of the 
reasons for repeal provisions attached to the amendatory bills of 
1904, 1906, and 1907. The report of 1907 says, in referring to the 
above, it "has proved injurious to the public, without accomplishing 
its original purpose.'' Whatever evils of speculation there were, 
it declares, have been increased by forcing a resort to new methods, 
especially cash dealings, and by the narrowness of the market 
resulting therefrom. Quoting from Dr. Emery further, in his 
admirable article, "Ten Years' Regulation of the Stock Exchange 
in Germany," in the "Yale Review," 1908-09, the results of the law 
may be summarized as follows : 

"Fluctuations in prices have been increased rather than dimin- 
ished. The corrective influence of the bear side of the market has 
been restricted, the tendency to an inflated bull movement was 
increased in times of prosperity. This in turn made the danger of 
radical collapse all the greater in proportion as the bull movement 
was abnormal. The greater funds needed to carry stocks on a 
cash basis further increased the danger when collapse was threat- 
ened. The result was an increased incentive to reckless speculation 
and manipulation." Says the German Government report of 1907: 
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"The dangers of speculation have increased, the power of the 
market to resist one-sided movements has weakened, and the 
possibilities of misusing inside information have enlarged." 

The last provision we shall consider is the prohibition of 
"futures" on the produce department of the Bourse. The first 
result of the attempt to enforce this, along with the appointment of 
a board representing the agriculturists to assist in the manage- 
ment of the exchange, was the secession of all the produce brokers 
from the exchange building, leaving the government appointees no 
brokers to preside over and the representatives of agriculture no 
colleagues. The seceding members moved across the street and 
took up new quarters. Here they carried on their trading for 
future delivery, but without the acknowledged organization of the 
exchange, the machinery for clearing, the official announcement of 
prices, and with their printed contract forms containing the express 
announcement that the established usages of the grain trade were 
not there in force. All business was done under the general com- 
mercial law governing delivery on contracts. While grain was thus 
bought and sold for future delivery, and while short selling con- 
tinued as before, still there was much hesitation and uncertainty. 

Then the agrarians, in the newspapers and on the floor of the 
Reichstag, grew bitter in denouncing the government's unwilling- 
ness to enforce the law, claiming that this organization constituted 
an exchange within the meaning of the act, and that illegal trading 
was still being carried on. Some months after this the government 
notified the brokers that it considered their organization an 
exchange and forced them to leave their new quarters. They next 
took refuge in a hospital, in the various adjoining rooms of which 
each broker claimed to have an individual office and to be doing a 
strictly office business under the commercial law. They had no 
formal fixed rules as to "contract grade," "option of delivery," etc., 
published no price-list and had no clearing house. However, a 
private agency soon arose, offering to clear settlements for those 
who chose to patronize it, which amounted to a practical re-estab- 
lishment of the clearing house. 

Although speculation in "futures" had not been thus entirely 
stopped, it had been so hampered and harassed as to begin to show 
the effect of its cessation upon the grain trade. With the disappear- 
ance of the central barometer of conditions, the Berlin price-list, 
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disorganization began over the whole country. As the central price- 
list faded away, the local markets increased in importance. But as 
these were hampered by the same law, were authoritative only for 
the surrounding country, and varied widely as to rules for dealing, 
contract grades and prices, they were of little help in aiding the 
farmer or the miller to determine what a fair price for his grain 
was. The agrarians themselves began to see that the Berlin Bourse 
had performed a certain service, and endeavored to procure a 
substitute for the former central price reports. It was even advo- 
cated that the government establish a board to collect all the local 
prices and, on the basis of these, fix a price arbitrarily. This was 
not carried out, but a board was established to collect and publish 
three sets of prices, local "spot" prices, Berlin, Danzig and Stettin, 
and a few other large market prices, and prices on foreign 
exchanges, which latter are exactly of the speculative sort that 
were abolished in Berlin. The inadequacy of these prices is easily 
seen. The two former are local prices under local conditions. 
They are figures of sales that have taken place and not of prices 
at which future sales may be made. The foreign prices are of 
little use to the German producer, who does not normally export 
grain, but have become increasingly important to the miller for 
hedging operations, for instance, which are now made on the 
Amsterdam and Hungarian exchanges, and even, it is said, in 
Chicago. 

Under these conditions of uncertainty, caused by the lack of 
an authoritative central market quotation list, based on prices at 
which sales are continuously taking place, it is quite probable that 
the buyers, feeling the need of greater caution, were less liberal 
than otherwise in making offers to the producers, and the latter less 
able to inform themselves as to whether they are being fairly treated 
by the big dealer than when they could refer to the Berlin prices. 
It is impossible to say yet what has been the influence of the 
suppression of short selling upon prices. It must be borne in mind 
that by undergoing a little more expense, dealers can still and do 
take advantage of the foreign speculative market for their hedging 
operations. Furthermore, this experiment came during the recent 
period of rising prices throughout the world, a rise which cannot 
be attributed to German legislation. It was averred by the Liberals 
that German prices for lack of the former speculative demand have 
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lagged far behind prices in foreign markets, to which the agrarians 
replied that German prices are normally lower than foreign prices, 
and that the difference is less now than under the old system. 

The agrarians, however, were not at all satisfied. On the one 
hand, they complained that a more reliable determination of prices 
has not been introduced, and demanded a compulsory declaration 
to some authorized body of every sale of grain, stating in each case 
the quality, conditions of transfer, and the price. On the other 
hand, they asked for the suppression of such speculation as still 
continued. 

Several conferences between representatives of the two parties 
were held, and finally, in 1900, the produce brokers returned to the 
exchange, still forced, however, to keep to the cruder devices in 
order to avoid the law, and in a state of legal uncertainty as regards 
their contracts. In the law of 1908, repealing the provision against 
"futures" in the stock market, the agrarians were still influential 
enough to make the prohibition of grain "futures" still more 
restrictive, a measure which caused the traders to threaten to close 
the exchange altogether. They were assured, however, by the 
authorities that "hedging" operations would be permitted. 

Federal Regulation in the United States 

Many of the states have laws, which will be discussed later, 
prohibiting in one form or another what the authors thought to be 
the evils of speculation, but the ineffectiveness of these laws has 
led to determined attempts to secure federal legislation on the 
subject. 3 In 1890 a bill, the first of the "anti-option" bills, was 
introduced by Mr. Butterworth, of Ohio, but never came to a vote. 
Its most important features were included in bills introduced in the 
next congress in 1892 by Messrs. Hatch, of Missouri; Alexander, 
of North Carolina, and Brosius, of Pennsylvania. These bills were 
referred to the committee on agriculture, which reported back a 
new bill, known subsequently as the Hatch bill, on which the 
discussion in both house and senate centered. 

The first section defined "options" as privilege? or "puts" and 
"calls," while the second section defined "futures" as contracts for 
future delivery where the seller was not at the time in possession 
of the property contracted to be sold, and had not acquired a right 

•Emery, "Speculation in the United States." 
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to the same. Contracts made with federal, state or municipal 
governments were exempted, also contracts made by farmers or 
planters to deliver grown or growing crops at a future date. Pro- 
hibitory transfer taxes and heavy license fees were laid upon 
dealings and dealers in the commodities to which the bill referred, 
and each dealer was required to give bond to the amount of $40,000. 
The commodities enumerated were raw or unmanufactured cotton, 
hops, wheat, corn, oats, rye, barley, grass seeds, flaxseed, pork, 
lard, bacon and other edible products of swine. The bill was 
designed to kill exchange speculation by repressing short selling. 

The bill was fully debated in the house and passed that body 
by a vote of 167 to 46. In the senate it was also warmly debated 
and passed with amendments, one including flour in the list of 
articles mentioned above, 40 to 29, and was then returned to the 
house for concurrence. On the motion of Mr. Hatch to suspend 
the rules and take up the bill at once, the vote was 172 to 124, less 
than the two-thirds necessary. Congress expired before the bill 
could be reached in its turn. 

In the next congress a similar bill was introduced by Mr. 
Hatch. It went to the committee on agriculture, was referred back 
with some changes, defining a "future," for instance, as a contract 
for delivery of the products specified at some future time, and 
imposing stamp taxes on speculative contracts, which were required 
to be in writing and in duplicate. The bill passed the house June 
22, 1894, by a vote of 150 to 89, not voting 114. It was sent to 
the senate, referred to the committee on agriculture, reported back, 
but never came to a vote. 

When Mr. Hatch, of Mississippi, and Mr. George, of Missouri, 
left congress there was a temporary lull in the introduction of 
"future" and "option" bills. The near-panic of 1903, with accom- 
panying speculative turmoils, aroused, however, a new host of 
"antis." 

In the third session of the fifty-eighth congress a bill was 
introduced in the house by Mr. Jack Beall, of Texas, to "encourage 
and promote commerce among the states and with foreign nations, 
and to remove obstructions thereto." AnoHher was introduced in 
the senate by Mr. Berry, of Arkansas, "to define 'options' and 
'futures,' to make such contracts illegal, and to provide penalties 
for violation of the law." 
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The first bill was referred to the committee on interstate and 
foreign commerce, and the second to the committee on judiciary, 
but neither was reported back. 

In the first session of the fifty-ninth congress Mr. Clay, of 
Georgia, introduced a bill similarly entitled as Senator Berry's, and 
Mr. Beall, along with Mr. Smith, also from Texas, introduced 
each a bill similar to that of Mr. Beall's previous bill. These three 
bills met a fate similar to that of their predecessors. In the second 
session, Senator Culberson, also of Texas, introduced a bill "to 
prohibit interference with commerce among the states and terri- 
tories and with foreign nations, and to remove obstructions thereto." 
This bill died in the committee on agriculture and forestry. In 
the house, Mr. Macon, of Arkansas, introduced a bill "to prohibit 
interstate buying or selling or otherwise dealing in what are known 
as futures," and Mr. Burleson, of Texas, again . introduced a bill 
similar to Mr. Berry's mentioned above. Neither of these bills 
was reported from committee; but Mr. Burleson, on pretense of 
offering an amendment to an appropriation bill, managed to address 
the house with a violent attack on the New York Cotton Exchange, 
and asserted that, despite the failure of the anti-gambling crusade 
of 1894, that he and a small group of associates were determined 
to press the matter as long as they remained in congress. 

It remained for the sixtieth congress, after the panic of 1907, 
to break the record in the introduction of bills condemning and 
prohibiting "futures" and "margins," which latter term some con- 
gressman had discovered, and "options." Senator Jeff Davis even 
wished to prevent anyone from "gaining or losing sums of money 
called margins from the fluctuations in value of the products of the 
soil," which recalls to mind the motion offered once by a western 
congressman to repeal the law of supply and demand. In all there 
were twenty bills introduced by members from Texas, Arkansas, 
Oklahoma, Georgia, Alabama, Missouri, Kansas, Mississippi, Iowa 
and Tennessee. To go into the provisions of each would be 
unnecessary, as they are much alike ; and none of these bills was 
debated or voted upon: 

In the sixty-first congress thirteen bills were introduced by 
southern or western congressmen. A bill was reported back from 
the house committee concerning cotton "futures" with amendments 
striking out several sections, but was not debated and never came 
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to a vote. In the first session of the sixty-second, the present 
congress, which began April 4, 191 1, eight bills were introduced by 
Messrs. Burleson, Beall, Rucker, Ferris, Robinson (of Arkansas), 
Macon and Oldfield, none of which came to a vote. It is probable 
that the question will continue to come up for some time, until the 
western and southern states, from which the protests chiefly come, 
reach a higher level of commercial experience and economic educa- 
tion. Most of the bills mentioned above prohibit "short selling," 
dealings in "futures," on "margins" and "options" in the grain and 
cotton markets, though some bills refer exclusively to one and some 
to the other. They are modeled largely on the plan of bills which 
have been already introduced or become laws in their respective 
state legislatures, to which legislation we shall now turn. 

Before leaving the field of federal activity, it may be well to 
call attention to the recent report of the Bureau of Corporations 
upon the Cotton Exchanges made in pursuance of the following 
request of the House of Representatives, February 4, 1907: 
"Resolved, That the Secretary of Commerce and Labor, through 
the Bureau of Corporations, be, and hereby is, requested to inves- 
tigate the causes of the fluctuations in the price of cotton and the 
difference in the market price of the various classes of cotton, and 
said investigation shall be conducted with the particular object of 
ascertaining whether or not said fluctuations in the prices have 
resulted in whole or in part from the character of contracts and 
deliveries thereon made on the cotton exchanges, dealing in futures, 
or is the result of any combination or conspiracy which interferes 
or hinders commerce among the several states and territories or 
with foreign countries." 

The report was presented by Mr. Herbert Knox Smith, Com- 
missioner of Corporations in 1908-09, and presents substantially the 
following conclusions : 

1. The future system when properly conducted is of permanent 
benefit to the cotton industry in general, of particular benefit for 
the "hedging" operations of cotton merchants and the spinners, and 
productive of a higher price to the producer or a lower one to the 
consumer, or both. Its mode of operation is, contrary to the com- 
mon form of insurance, to concentrate the risks of changes in value 
upon a special class, the speculators, rather than to distribute them 
among a large body of policyholders. 

(462) 



Governmental Regulation of Speculation 145 

2. That, owing to the policy of the New York Cotton Exchange 
in maintaining a "fixed difference" system of prices based on the 
price of "middling" rather than a "commercial difference" system, 
hedging operations are not facilitated, producers sometimes do not 
thereby obtain the proper market price for their product, and the 
future system is abused by a small group of cotton dealers for their 
own narrow purposes. 

State Legislation Affecting Speculative Markets 

New York. — To begin with the states in which the most 
important markets are situated, and where the community has had 
most experience with the workings of organized speculation, New 
York enacted a law in 1812, declaring all contracts for the sale 
of stocks or bonds void, unless the seller at the time, was the 
actual owner or assignee thereof, or authorized by such owner or 
assignee to sell the same. A similar prohibition was made in 
England in 1733, but had no effect in stopping speculation, and 
was repealed in i860. The New York statute was repealed in 
1858, the language used being a complete reversal, providing that 
no contract should be void because the property sold was not at 
the time in possession of the seller. As Emery remarks : "this 
affirmatively legalized short sales." 

In 1908, Governor Hughes appointed a committee to report 
upon the legal side of speculation in securities and commodities 
with a view to possible changes in the state laws relating to such. 
The committee reported the following year, pointing out several 
evils of organized speculation, and recommending some additions 
to the law of the state covering the subject. In the main, however, 
the committee felt that the evils could best be dealt with by the 
Governing Board of the Exchange itself, and took occasion to warn 
the Stock Exchange that if it did not assist in correcting the abuses 
that had sprung up, it would have only itself to blame if state regu- 
lation ensued. The committee defended "futures" and "short sell- 
ing" as entirely legitimate and necessary accompaniments of mod- 
ern, scientific business. It made little complaint of the New York 
Produce or Cotton Exchange, except to advise the discontinuance 
of dealing in mining stocks on the former and a more rigid sup- 
pression of inordinate speculation on the latter. As a result of the 
report, some important changes were made by the Stock Exchange 
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in its constitution. The other exchanges indulged in some discus- 
sion, but no law was enacted by the legislature. 

In Pennsylvania, in 1841, an act was passed making short sell- 
ing a misdemeanor, with a fine of from $100 to $1,000. Money paid 
was recoverable. This law was repealed 1862. 

In Illinois, the following statute was passed at an early date : 

"Whoever contracts to have or give himself or another the 
option to sell or buy at a future time any grain or other commodity, 
stock of any railroad or other company, or gold, or forestalls the 
market by spreading false rumors to influence the price of com- 
modities therein, or corners the market, or attempts to do so in 
relation to any of such commodities, shall be fined not less than $10 
nor more than $1,000, or confined in the county jail not exceeding 
one year, or both; and all contracts made in violation of this 
section shall be considered gambling contracts and shall be void." 

In the ensuing court decisions "option" has sometimes been held 
to mean what it properly should, "puts" or "calls," but in other 
cases has been applied by the courts to the regular future contract 
where there was an agreement to settle by differences. The inter- 
pretation was that the party had an option of delivering, or settling 
by differences. The ordinary option or "privilege" is where the 
party may deliver or not as he elects. At any rate, it is said that 
the law has very little effect, options still being traded in to a large 
extent in Chicago, while corners and false rumors are not unknown. 

In Massachusetts also, an act was passed in 1836 forbidding 
short sales of stock or bonds, but has not stopped speculation in 
that state. 

With the exception of these few states where speculation devel- 
oped comparatively early, there seems never to have been any wide- 
spread agitation against speculation until the early eighties follow- 
ing the "boom" period that came with the resumption of specie 
payments. In 1882, Ohio passed an act similar to that of Illinois, 
explained above. In 1885 a still severer act was passed condemn- 
ing futures, but was repealed in 1889. 

The constitution of California, adopted in 1879, contained a 
provision that "all contracts for sale of shares of capital stock of any 
corporation or association on margin, or to be delivered at a future 
day, shall be void, and any money paid on such contracts may be 
recovered." This section of the constitution was amended in 1908. 
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In Georgia, an act directed against future contracts was held by the 
courts to make ordinary exchange contracts illegal. Mississippi has 
a law, passed in 1882, which requires the mutual agreement of 
parties not to deliver to make the contract void. Tennessee, in 1883, 
Arkansas in 1883, Texas in 1885, South Carolina in 1883, Michigan 
in 1887, Iowa in 1886 and Missouri in 1889, passed laws the sub- 
stance of which is that "futures" and "options" are illegal where 
there is no intent to actually receive or deliver the article sold. 

In 1890, the Massachusetts legislature passed the following act: 
"Whoever contracts to buy or sell upon margins, without intent to 
actually receive or deliver, may sue for any payment made." The 
same year, a law in North Dakota restrained public officers from 
speculating while in office. 

Through the nineties there was a temporary pause in legisla- 
tive assaults upon speculation, the panic of 1893 apparently not being 
attributed to the direct efforts of speculators. In 1898, another 
period of legislative and executive activity began, with the move- 
ment against the trusts and monopolies as its main objective and the 
opposition to organized speculation a minor issue. This movement 
culminated in 1907- '09 as is indicated by the bills introduced in Con- 
gress, as well as the laws passed in the states, although agitation is 
still continuing, and with the change in the political complexion of 
the administration, there is a likelihood of a still greater amount 
of radical legislation. 

In 1898, Louisiana adopted a new constitution providing that 
the legislature should pass laws to suppress dealings in options or 
futures on agricultural products or articles of necessity. Combina- 
tions to force the price of such products up or down for speculative 
purposes were declared unlawful. In conformity with this provision, 
the legislature, the same year, passed an act, prohibiting dealing in 
futures on agricultural products or articles of necessity, when the 
intention is not to make a bona fide delivery. 

In 1901, Massachusetts amended the law of 1890, prohibiting 
wagering contracts in stocks or commodities where no purchase 
is intended. Lack of seller's ownership is evidence of a wagering 
contract. 

In 1905, indications appeared of a discrimination on the part 
of legislatures between gambling and speculating. Minnesota passed 
an act prohibiting "bucket shops" and bucketshopping. North Caro- 
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lina made it a misdemeanor, on the other hand, to deal in "futures," 
pardon being given to the one turning state's evidence. North 
Dakota prohibited operations in bucket shops. In 1906, Georgia 
passed an act enforcing a penalty for dealing in futures. State's 
witnesses are given immunity. Bona fide trade not prohibited. In 
1907, Alabama prohibited dealings in futures, making such con- 
tracts void and compelling witnesses to testify under immunity. 
Arkansas prohibited bucket shops, and dealing in futures, or on mar- 
gins, witnesses testify under immunity. Florida made it unlawful 
to deal in cotton futures ; Montana prohibited gambling and dealing 
in futures; Nebraska suppressed bucketshopping and gambling in 
stocks ; and Vermont passed an act to restrain stock gambling. 

In 1908, California by constitutional amendment made con- 
tracts relative to stock speculation void. The Louisiana legislature 
memorialized Congress to correct abuses of trading in cotton 
futures ; and Mississippi prohibited bucket shops and made con- 
tracts for the sale of certain commodities, stocks and bonds, where 
actual delivery is not intended, void. Four states, — New York, 
Oklahoma, Rhode Island and Virginia — also defined and prohibited 
bucketshops. 

In 1909, Kansas, New Hampshire, Arizona, Iowa and Tennessee 
passed laws substantially like the one here taken from the statutes of 
Kansas. According to this law, maintaining, or aiding in maintaining 
a bucket shop, is a felony. A bucket shop is defined as a place where 
the business is conducted of — (1) making or offering to make con- 
tracts for the purchase or sale of stocks or commodities, where both 
parties, or said proprietor, intend that settlement shall be based upon 
prices prevailing upon some exchange, without any bona fide trans- 
actions upon such exchange, or (2) where such contracts may be 
closed or terminated when the market quotations of articles dealt 
in shall reach a certain figure, or (3) when settlement is made by 
difference and no delivery or receipt is intended. Telegraph and 
telephone companies and their employees who permit the transmis- 
sion or making of any such sales over their lines are guilty of felony, 
as are also persons knowingly allowing use of their buildings for such 
purpose. The mere offering to make such purchases or sales shall 
constitute a felony. The law also declares it the duty of every broker 
or commission merchant to furnish a written statement to the 
principal or customer of the name of the other parties to the con- 
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tract, the time of sale or purchase, the place of sale or purchase, and 
the price at which the transaction took place. 

This act and the one of Iowa are intended to amend and take 
the place of repealed parts of earlier laws. Arizona prohibits 
"hedging" contracts, but provides that nothing in this act is to be 
construed to prevent bona fide dealings on boards of trade, or 
exchange. Wisconsin placed an unusual act on its books in the 
same year (approved June 10, 1909,) whereby sentence is provided 
of not more than ten years or less than one year in the state prison 
for any officer or employee of any bank, banking company or trust 
company, any executor, administrator, guardian, trustee, or receiver, 
or any other person holding property or money in any manner in a 
trust capacity, "who shall buy, sell, deal or traffic in any goods, 
stocks, grains, etc., by making or requiring any deposit, payment, 
or pledge of any margin or money to cover future fluctuations in 
the price of such articles." The same legislature also passed a joint 
resolution to the effect that "Whereas, the recent wheat deal has 
again demonstrated to the American people that even the bread 
supply of our land is at the mercy of speculators; and, Whereas, 
the recent panic has demonstrated that it is unwise and unsafe for 
our country to allow the control of our great commercial and indus- 
trial conditions to exist in the hands of stock gamblers without 
check of any kind, and, Whereas, it is of interest to all citizens to 
know the means by which the huge combine of money in Wall 
Street can be manipulated," etc. : "Be it resolved that the delegation 
in Congress be instructed to work for a thorough investigation of 
the Stock Exchange." 

In 1910, various acts of a similar nature to those above were 
passed in Wyoming, Kentucky, South Carolina, New Jersey, Vir- 
ginia, Louisiana, Rhode Island and Mississippi. Ohio penalized the 
making of false financial statements inuring to the benefit of the 
maker. 

By the foregoing account, it is seen that this legislation is 
not confined to any part of the United States, but has been tried, 
or is being experimented with in almost every state of the Union. 
The history of such legislation, as well as its interpretation by the 
court of the various states, shows that the older commercial states 
have passed anti-option, future, or short-selling laws, discovered 
their ineffectiveness and undesirability, and repealed them, for the 
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most part, before the Civil War. The agricultural and newer states, 
particularly in the South and West, have passed the most stringent 
acts, with special attention paid to short-selling. Another point that 
may be noted is the absence of distinction between the bucket shops 
which are confessedly but gambling devices, and Exchanges or 
legitimate Boards of Trade. In part, this confusion has been caused 
by the practice of proprietors designating their gambling resorts 
as boards of trade, exchanges, etc., and equipping them with all the 
outward forms of the regular business. There seems, however, to 
be a trend of opinion toward the recognition of the important func- 
tions of the organized exchange, and at the same time, of the neces- 
sity of stamping out the bucket shop which mimics the operations of 
the former and uses its business standing as a cloak to protect its 
existence. The state of West Virginia is an exception, actually 
having a law licensing and permitting the operation of bucket shops. 

The court decisions upon cases arising under these statutes are 
numerous and varied, depending upon the law and the state in 
which they were rendered. Some of the decisions in the same state 
are conflicting, especially in Pennsylvania, where there seems to be 
the greatest chaos and where the decisions are out of line with both 
the law of England and of this country. 

It seems to be well settled, however, in the common law of 
England and the United States, and under the decisions of the 
New York and the highest Federal courts, that the sale of property 
to be delivered at some future time is entirely legal, even though 
the said property is not at the time of sale in the possession of the 
seller. It seems to be equally well established, in case the two 
parties to such a contract of sale intended at the time of sale not 
to make or receive an actual delivery, but to settle their bargain by 
payment of differences on the future price of the article in question, 
that the transaction is a gambling one and is void. As one judge 
has remarked, "the principle of the law is clear ; the trouble arises 
when its application is attempted to a concrete case. Further, almost 
all discrepancy seems to arise through lack of a complete determina- 
tion of the facts, or the unwillingness or inability of the judge to 
understand their real nature." 

This latter feature has given rise to many contradictory deci- 
sions, and it may be well in view of .the importance of this point to 
draw here some distinctions between gambling and speculation. 
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Both H. C. Emery and the Hughes Committee define specula- 
tion from the individual point of view as dealing in property with 
the intent to make a profit from its fluctuations in value, but the 
Hughes Committee goes on to say — in reference to speculation : "it 
may be wholly legitimate, pure gambling or something partaking of 
the qualities of both," and after citing a legal definition of the two 
on page 4 of the report in pamphlet form, "the rules of all exchanges 
forbid gambling as defined by this opinion; but they make so easy 
a technical delivery of the property contracted for, that the practical 
effect of much speculation, in point of form legitimate, is not greatly 
different from that of gambling." It is clear from these quotations 
that the Commission had in mind merely the moral and pecuniary 
effects of speculation and gambling upon the particular individual 
concerned, for no one could scarcely maintain that the effect upon 
prices of buying and selling, no matter how rapidly, or upon how 
slight a margin the dealing should be carried on, would be the same 
as when there were no purchases or sales, the settlement being made 
merely on the basis of prices established by other's transactions. The 
definition framed by the committee would make the decision turn 
upon the character of the individuals engaged in buying and selling. 
If they failed, they were gambling, if they succeeded, they could be 
termed legitimate speculators. It is estimated that over nine-tenths 
of all who engage in business, fail to succeed. We may as well 
say that they are gamblers if we call the unsuccessful in specula- 
tion such. Of course, all events in life, all persons are subject to 
the universal uncertainty of our situation, but it is going a long way 
to apply the term gambling to the struggle for existence, unless we 
seek to justify the term. 

As generally used, however, I believe "gambling" can be defined 
as the assumption of an unnecessary risk, when the risk applies only 
to wealth. By unnecessary, I mean unnecessary to the welfare of 
the community. It is the speculator who assumes the risk of 
changes in value which occur so rapidly and unexpectedly in certain 
securities and commodities. I cannot see what the condition of 
the individual's mind, his knowledge of what he is doing, or his 
intentions, have to do with the nature of his activity in this case. 
Whether he believes he is unjustifiably gambling, or legitimately 
speculating, what he actually does is to contract to buy and sell 
property, and whether his contracts are "rung out," or go through 
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the clearing house, what he has actually done is to receive or deliver 
or both receive and deliver, as the case may be, the property which 
he previously contracted to buy or sell. The fact that large num- 
bers of ignorant and hopeful persons, trusting in their lucky star, 
persist in buying and selling grain and cotton on inadequate margins 
does not alter the essential nature of such transactions, although, 
of course, it may affect greatly the course of prices, and the wel- 
fare of those misguided individuals. 

To meet the evil of speculation what is required is the elimi- 
nation from the field of speculation of those who are unfitted by 
nature, financial circumstances, or training to engage in it. We select 
certain persons for the law, the practice of medicine and the ministry 
by means of certain rigid requirements, because we think those arts 
of too great moment to permit untrained men to engage in them. 
But there is no law prohibiting certain persons from buying and 
selling property; to make such a one would strike at the roots of 
personal liberty. The right to buy or sell, or to contract to buy 
or sell property is a fundamental one, and even when a small sum 
is paid to seal the bargain, and when the proportion of the capital of 
the individual to the value of the amount dealt in, is small, — even 
under these conditions, it is difficult to see how any law which did 
not seriously abridge the right of contract, could save people from 
themselves. 

The two ways in which the "lambs" commonly lose their "fleece*' 
is in buying unsound securities, and trading on a capital too small 
for the business done. The first method does not apply of course 
to commodity exchanges, but the second is peculiarly dangerous 
there. If brokers and bankers would discriminate between persons 
and require a margin ranging from twenty per cent to forty per 
cent, they could undoubtedly do very much toward reducing both 
speculation and losses on the part of those who rely for success more 
upon their "brains" than their wealth. 

"Options" have been made the subject of more successful legis- 
lative onslaughts than "futures," most states having laws, and many 
exchanges rules, forbidding them. This is due to the ease with 
which they lend themselves to the attempts of the inexperienced to 
speculate, only a small capital being needed to indulge in their 
purchase. They serve, however, a legitimate business purpose, are 
entirely legal under common law, outside of the exchange, and under 
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the regulations of England, and the state of New York. "Puts" and 
"calls" in the market correspond exactly to options given on any 
piece of property to buy or sell at a certain price, a small sum 
being charged for the "privilege." Despite the prohibitory statute 
of Illinois, they are actively dealt in, in connection with the Chicago 
Board of Trade transactions. 

"Corners" are sometimes based on a true estimate of the future 
price, sometimes on a mistaken one. In the former case, as in the 
recent Patten wheat deal, the price after the corner matures does 
not fall abruptly from the settlement price, and the operator reaps 
the reward of his superior foresight in determining wheat values. 
In the latter case, great fluctuations prevail, the "corner"' is almost 
invariably broken, and the price falls lower than before the attempt 
to raise prices began, with the consequent ruin of the speculator. 
Laws can scarcely prevent any person from buying up any com- 
modity of everyday trade and holding it for a higher price, but 
in so far as the exchange establishes an artificial supply and demand 
for a single month, it can also exert a certain authority in com- 
pelling a reasonable settlement price for the "shorts," and in pre- 
venting the matching of orders or "wash sales" for the purpose 
of creating temporary, and unusable, fictitious quotations. 

One regulation by law cannot be advocated with too much zeal 
by all good citizens. That is the rigid suppression of all false and 
misleading rumors whether circulated designedly by those pecun- 
iarily interested, or carelessly by the newspapers and other publica- 
tions which delight in sensational tales. California and Ohio are the 
two states which have recently enacted a law to this effect. The 
statute of California reads as follows: 

"Every person who wilfully makes or publishes any false state- 
ment, spreads any false rumor, or employs any other false or fraudu- 
lent means or device, with intent to affect the market price of any 
kind of property is guilty of a misdemeanor." This is the first step 
in the development of accurate knowledge of stock and commodity 
values on the part of the public. 

Another movement, the converse of the above, which well 
deserves support is the demand for a more accurate, prompt and 
more frequent gathering and publishing of statistical information 
upon the state of growing crops, for it is upon such information 
that the forecasts of future prices are based. The government crop 
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report coming now once per month could well be made, in view of 
the amounts at stake, twice per month, or as often as the conditions 
of trade demanded. 

As has been indicated elsewhere in this paper, it is the writer's 
belief that genuine and enduring reform in the practice of specula- 
tion upon organized exchanges can only come with the gradual 
growth of an enlightened commercial public, and the adoption of 
higher standards of social ethics by those who conduct the industrial 
enterprises of the land. The waning of the get-rich-quick-at-any- 
cost spirit and its replacement by the professional feeling of the phy- 
sician, the teacher and the clergyman, evidences the growing recog- 
nition on the part of business men, whether banker, director or 
manager, of a fiduciary relation to the community which circum- 
stances in the past have sometimes led the public to believe they 
had not discovered in them. The evils of the exchange are merely 
the evils common to all American business as it has been carried on, 
with the chief end in view, the making of an unlimited fortune in 
the least possible time. With the appearance of a new "spirit of the 
times," we may with confidence expect a decline of the "sharp 
practices" that have characterized business in the last decades. 
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FACTORS AFFECTING COMMODITY PRICES 



By Roger W. Babson, 
Editor "Babson's Reports on Fundamental Conditions," Wellesley Hills, Mass. 



After a most careful consideration of this subject, I have 
thought best to divide it into four distinct sections and will there- 
fore discuss the matter accordingly. First, I will consider the 
general question of prices with special reference to the various index 
numbers used for experimental and other work. In the second 
section, I will explain the most advanced statistical work which has 
been done along these lines with special reference to Professor 
Irving Fisher's "Equation of Exchange," which, to my mind, shows 
accurately and concretely what factors affect the general price level. 
In the third section I will refer to other factors which affect the 
prices of special commodities, or commodities in special localities, 
and will quote thereon from leading authorities. In the fourth 
section I will discuss in detail the most advanced work which has 
been done towards the forecasting of future prices. This last section 
probably will be found most interesting, and those who have not 
time to read this entire article should be sure to read this final 
section entitled "How Commodity Prices May Be Forecast." The 
most valuable section, from a statistical point of view, will be 

MV + M'V 

found to be Section II, wherein the formula, Prices = = — -. 

Trade 

is explained in detail. This formula has gradually been evolved 

during the past twenty years by the most constant work on the part 

of the nation's leading economists, and when its full significance is 

grasped by manufacturers and merchants, it is bound to have a 

distinct effect upon the business community. 

/. General Consideration and Index Numbers 

In the discussion of the factors affecting prices, a misunder- 
standing often occurs through mixing wholesale and retail prices. 
The former are sensitive to commercial and industrial factors, 
while the latter respond much more slowly. On the other hand, 
the retail prices are more valuable when considering the cost of 
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living, and are the prices in which the consumer is more naturally 
interested. Moreover, although retail dealers immediately mark up 
their goods as the wholesale price increases, they are loth to mark 
down their goods when the wholesale price decreases. In this 
article the prices considered will be usually wholesale prices, and 
there are several indices available. Our own organization uses the 
Bradstreet figures, which go back through 1892. 

There is another series of index figures which was originally 
brought out by Dun's commercial agency and which is designed 
to give the cost of the necessities of life for the individual. The 
numbers are based on wholesale quotations, the figure for each 
commodity being multiplied by the annual per capita consumption, 
in order to give its proper weight in the aggregate. The figures 
are given in dollars and cents, not being reduced to a percentage 
basis on the scale of 100. About 350 articles are represented, but 
no details are given as to the method of calculating the annual 
per capita consumption upon which the figures are based. This 
series has been criticised as giving too great importance to food 
products through the method of weighting the figures. The figures 
are published each month, but July 1st of each year is stated by 
the compilers to be the best index of the general state of prices. 

There are also other tables which are based on the same assump- 
tion, but these are mostly for foreign price indices. Personally, 
these weighted tables do not appeal to me; but those who believe 
therein should read the article in the November, 1910, number of 
the "Quarterly Journal of Economics," by Professor Mitchell, of the 
University of California. This author has made a very complete 
study of index numbers, and he shows that ultimately practically all 
of the different systems give the same result, owing to the great 
force of the law of averages. 

In short, I believe that the simple index as followed by Brad- 
street is the most satisfactory for use in the end, and the nature 
of this method is briefly this. A number of commodities are chosen, 
and the total price of specified quantities of these articles is ascer- 
tained for a given day or averaged for a certain period. The price 
numbers thus computed are in some tables of index numbers used 
without further change. Usually, however, such numbers are 
reduced to percentages of one hundred as the base of comparison. 
The total price at a chosen date, or the general average for a 
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specified period, is taken as the base and represented by one hundred, 
and the price figures are quoted in terms of this base, upward and 
downward, as prices change. For example, if one hundred articles 
be chosen, and the total price of one pound of each be ten dollars on 
January 1, then, taking that figure as the base, or one hundred, 
the index number for February 1, would be one hundred ten, if 
the total prices of one hundred articles were found to be $11 
on that date, and it would be ninety, if the total prices were $9, 
and so on. 

The Bradstreet series gives the totals of the prices per pound 
of ninety-six articles, quarterly and monthly, since January 1, 1892. 
In the following table quarterly quotations are given for the entire 
series : 



Bradstreet's Index Numbers of Wholesale Prices, Quarterly, 1892-1911 



Jan. 



1892 



3.1382 



Apr. 1 7-9776 

July 1 73829 

Oct. 1 7.6089 

1893 

Jan. 1 78317 

Apr. 1 7-8395 

July 1 7.2869 

Oct. 1 7-I7I7 

1894 

Jan. 1 6.9391 

Apr. 1 6.6660 

July 1 6.S770 

Oct. 1 6.^66 

189S 

Jan. 1 6.8220 

Apr. 1 5-9722 

July 1 6.4204 

Oct. 1 6.5241 

1896 

Jan. 1 6.3076 

Apr. 1 5-8691 

July 1 570I9 

Oct. 1 5-7712 

1897 

Jan. 1 6.1164 

Apr. 1 6.0460 

July 1 5-8537 

Oct. 1 6.4477 



Jan. 1 . 

Apr. 1. 

July 1. 

Oct. 1 . 



6.5784 
6.4286 
65820 
6.6962 
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Jan. 
Apr. 
July 
Oct. 

Jan. 
Apr. 

July 

Oct. 

Jan. 
Apr. 

July 
Oct. 

Jan. 
Apr. 
July 
Oct. 

Jan. 
Apr. 
July 
Oct. 

Jan. 
Apr. 
July 
Oct. 

Jan. 
Apr. 
July 
Oct. 



1899 



1900 



$6.8020 
6.8786 
7.0918 
7-6396 

8.0171 
8.1275 

1 7-7215 

1 77507 

1901 

1 7-5673 

1 7-5263 

1 7-SI5I 

1 7.7276 



1902 



7.6604 

1 77838 

1 7-8380 

1 7-9924 

1903 

8.0789 
8.1247 
7.8706 
7.9083 

7-9&8S 
7.9690 
7-6318 



1904 



1 7-9213 

1905 



8.0827 
7.9996 
7.9160 
8.2298 
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1906 

Jan. 1 $8.3289 

Apr. 1 8.2987 

July 1 8.283S 

Oct. 1 8.5580 

1907 

Jan. 1 8.9172 

Apr. 1 8.9640 

July 1 8.0409 

Oct. 1 9.8506 

1908 

Jan. 1 8.2949 

Apr. 1 8.0650 

July 1 7.8224 

Oct. 1 8.0139 



Jan. 1. 

Apr. 1. 

July 1. 

Oct. I. 



1909 



$8.2631 

.... 8.3157 

... 8.4573 

.... 8.7478 
1910 

Jan. 1 92310 

Apr. 1 9.1900 

July 1 8.9200 

Oct. 1 8.9200 

1911 

Jan. 1 8.8361 

Apr. 1 8.5223 

July 1 

Oct. 1 



Annual Averages of Bradsteeet's Index Numbers 



1892 

1893 
1894 

1895 
1896 
1897 
1898 

1899 
1900 
1901 



7.78 

7-53 
6.68 

6-43 
5-91 
6.12 

6.57 
7.21 
7.88 
7-57 



1902 
1903 
1904 

1905 
1906 
1907 
1908 
1909 
1910 



7.B6 

7-94 
7.92 
8.10 
8.42 
8.90 
8.01 
8.51 
8.98 



The Bradstreet series is the only one that gives index numbers 
practically to date. All the index numbers show an advance of 
prices to 1907 as the high point, and a falling off in 1908. The 
Bradstreet table shows that the 1908 decline reached its low mark 
in June, and that the advance which set in then reached its high 
point January 1, of 1910. The average for 1909 exceeds that for 
1908 by 634 per cent. The advance represented by the high 
point of January 1, 1910, over the low mark of 1896, is sixty- 
one per cent; that the advance of the January 1 quotation over 
the average for the years 1892-99 is 36.3 per cent. 

There is also the series published by the United States Bureau 
of Statistics of Labor, extending from 1890. Prior to 1890 the 
index numbers of the Aldrich report of 1893 furnish a record, 
running back to 1840. In examining these price records for the 
purpose of the present inquiry, it will be sufficient to go back only 
as far as the year 1890, since it is now possible to prepare our 
Composite Plot (see last section of this article) back only to said 
date. The index numbers compiled since 1892 by the United 
States Bureau of Statistics of Labor show the wholesale prices for 
each year from 1890. About two hundred and sixty commodities 
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are represented in this table. The base of the series is the average 
wholesale price for each commodity for the ten years 1890-99. The 
table on page 161 gives the index numbers of the Bureau for sel.ected 
classes of commodities from 1890 through the last published report. 
Among the foreign tables of distinct value are Sauerbeck's 
Index Table and the "Economist" Index Table. The following 
pertaining thereto was taken from the report on the "Cost of Liv- 
ing" prepared in May, 1910 for the Massachusetts Legislature. It 
is a very good explanation of these two indices. 



The best record of British wholesale prices is the series compiled by 
Mr. Augustus Sauerbeck, published annually in the "Journal of the Royal 
Statistical Society." The tables include 45 articles. The base of comparison 
is the average price for the years 1876-77. In the following table the Sauer- 
beck prices for various commodities are given, the selection being made with 
a view to comparison with the American prices given in the United States 
Bureau of Labor reports : 

Sauerbeck's Index Numbers of English Wholesale Prices, 1887-1908 



Year. 



1887 . . 

1888 . . 
1889. . 

1890 . . 

1891. . 
1892. . 
1893 . . 
1894- ■ 
189S.. 
1896. . 
1897 . . 
1898. . 
1899. ■ 
1900. . 
I90t. . 

1902. . 

1903 . . 

1904. . 

1905 . . 

1906. . 

1907. . 
1908. . 
1909. . 



Per cent increase over 
low point 

Average, 1890-1899 

Per cent increase over 
average, 1890-99 



Meat. 



32.4 
75-o 



40.3 
81.6 



38.9 
60.0 



IS.4 
80.0 



52 

57 
69 
54 
57 
58 
62 
48 
43 
46 
39 
40 
44 
46 
38 
30 
36 
44 
47 
36 
39 
43 
45 



-2.2 
49.0 

-8.2 



113 

96 

114 

123 

118 

113 

123 

117 

115 

100 

86 

78 

75 

74 

67 

64 

63 

72 

74 

73 

67 

62 

67 



-33.0 
105.0 

-36.2 



53 
50 
50 
51 
56 
51 
53 
47 
47 
46 
45 
46 
50 
49 
40 
38 
41 
43 
40 
40 
47 
46 
47 



2.2 
49.0 



I9.I 
62.0 



17.7 
79.0 



10.7 
82.0 



13.4 



45-8 
47.0 



40.3 I7.7 

65.0 68.5 



48.9 | 33.8 



6.6 






72 
72 
72 

68 
68 
63 
62 
61 
62 
64 
68 
75 
70 
69 
69 
70 
72 
77 
80 
73 
74 



21.3 
66.0 



The increase of the 1909 average over the average of 1890-99 is 12.1 
per cent; the increase over the low point of 1896 is 21.3 per cent. These 
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increases may be compared with the advance of 22.8 per cent in the American 
Bureau of Labor wholesale prices in 1908 over the average for 1890-99, and 
that of 36.9 per cent over the low point of 1896. It appears from this 
comparison that the rates of increase in the United States have been double 
those in England. It should be borne in mind, however, that, as the Eng- 
lish and the American numbers were computed on different bases, the com- 
parison is not conclusive. Corresponding commodities have been selected 
from the Labor Bureau and the Sauerbeck tables, so far as this is possible, 
in order to facilitate detailed comparisons. This could not be done, however, 
in all cases, because many commodities are listed in the Bureau of Labor 
tables which are not found in the Sauerbeck tables, and in other cases there 
is a different classification. 

A general similarity in the course of prices in the United States and 
England from 1890 to the present time is shown by the tables. In both 
countries from 1890 to 1896 or 1897 prices fell; then they began to advance, 
and continued with slight interruption to rise for the next ten years. The 
earlier decline was somewhat more pronounced in the United States; also, 
the later advance was more rapid and extensive in this country, particularly 
in the case of food products. The particular commodities which show a 
greater relative increase in the United States, are : butter, which has risen 
three times as fast as in England ; meat, which has increased twice as fast ; 
potatoes and coal. Shoes have risen in the United States more than three 
times as fast as leather in England. 

The depression that took place in the United States in 1903 and 1904, 
notably in food products, was not paralleled in England. 

It may also be noted that, while in England the price advance was 
general for all commodities, the advance in food stuffs was somewhat less 
rapid than that for others. In the United States the opposite was true ; 
food products rose more rapidly than other commodities. In England, 
food products were barely 5 per cent higher in 1908 than the average for 
the period 1890-99, and were actually 6 per cent below the high prices of 
the early 90's. In the United States, food products in 1908 were over 20 
per cent, higher than the average for 1890-99, and were about 5 per cent, 
high/r than the highest point reached in the early 90's. Of the individual 
fooS^commodities, beef shows the largest rate of increase in both coun- 
tries, being 16.7 higher in 1908 than the average of 1890-99 in England, and 
48.2 per cent higher in the United States. It should be observed, also, that 
the average of food products is lowered considerably by the inclusion of 
sugar, coffee and tea, since these commodities all show substantial decreases 
in England, and the last two in the United States. The index numbers 
published by the London "Economist" take as a base the average price of 
the six years 1845-50, as 100. The index number is the total of all prices 
of 50 odd commodities, estimated on this basis. No allowance is made for 
the relative importance of different commodities. 



London "Economist" Index Numbers, End of December, 1890-1909 



1890 2,241 

1891 2,133 

1892 2,120 



1893 
1894 

1895 
1896 
1897 
1808 
1899 



2,082 
1,923 
1,999 
1,946 
1,890 
1,918 
2,145 



1900 2,125 

1901 1,948 
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1902 2,003 

1903 2,197 

1904 2,136 

1905 2,342 

1906 2,499 

1907 2,310 

1908 2,197 

1909 2,390 

1910 (Jan.) 2,373 

1911 (Feb.) 2,396 



Average, 1890-99 



2,040 
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The increase shown by the preceding table is somewhat greater than 
that indicated by the Sauerbeck figures. The "Economist" numbers show 
the low year in England to be 1897, instead of 1896. It should be remem- 
bered, however, that the "Economist" figures are for December 31 of each 
year. The increase, February, 1910, over the average price, 1890-99, is 17 
per cent, and over the low point, 1897, 26.7 per cent, as contrasted with 
12.1 per cent and 21.3 per cent, respectively, as shown by the Sauerbeck tables. 

There also are other indices for other countries, and the 
"Labour Gazette" of the Canadian Department of Labour publishes 
for Canada a Price Index for 225 commodities. In Germany, Dr. 
A. Soetbear's record of Hamburg prices extending to 1891 is 
usually quoted. For France the most complete table of prices is 
that given in the Aldrich report of 1893. 

Although it is not in the province of this article to discuss 
the history of prices during previous years, nevertheless the fol- 
lowing, taken from the abovementioned report, is a most useful 
summary of conditions in this country and abroad from 1840 to 
date. In preparing this table, the Aldrich and the Bureau of Labor 
index numbers have been combined for the United States, while the 
Sauerbeck numbers have been used for England. 

The table given on page 164 shows the movement of American 
and English prices of all articles and of food stuffs. 

The salient features of the movement of prices as shown in the 
tables herewith produced are interpreted in the above report as 
follows : 

1. A drop in prices, 1840-43, due to industrial depression. 

2. A rise to 1847, which may be connected with bad harvests 
and the Irish potato famine in the case of English prices, and a 
high tariff in the United States. 

3. A fall to 1849, more pronounced in England than in the 
United States, traceable to repeal of the corn laws, crisis and 
depression in England, and to reduction of the tariff in the United 
States. 

4. An advance to 1857, due to an increase of the gold supply 
following the California discoveries and general prosperity. 

5. A drop in 1857 and 1858, caused by crisis and depression. 

6. Great fluctuations of American prices during the early 
6o's on account of war and disturbance of the currency system 
by greenback issues. - --;. ■ 

7. A sharp rise of American prices to the high point of 
1866, due to the causes already mentioned. 
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Relative Prices in Gold 





All Articles. 


Year. 


All Articles. 


Year. 












Aldrich 
Committee. 


Sauerbeck. 




Aldrich 
Committee. 


Sauerbeck. 


1840 


116. 8 


103 


1875 


H3-4 


96 


1841 


116. 8 


100 


1876 


104.8 


95 


1842 


107.8 


91 


1877 


104.4 


94 


1843 


101.5 


83 


1878 


99-9 


87 


1844 


101 .9 


84 


1879 


96.6 


83 


1845 


102.8 


87 


1880 


106.9 


88 


1846 


106.4 


89 


1881 


105.7 


85 


1847 


106.5 . 


95 


1882 


108.5 


84 


1848 


101 .4 


78 


1883 


106.0 


82 


1849 


98.7 


74 


1884 


99-4 


76 


1850 


102.3 


77 


1885 


93-0 


72 


1851 


105-9 


75 


1886 


91.9 


69 


1852 


102.7 


78 


1887 


92.6 


68 


1853 


109. 1 


95 


1888 


94.2 


70 


1854 


112. 9 


102 


1889 


94.2 


72 


1855 


113. 1 


101 


1890 


1 12. 9 


72 


1856 


113. 2 


101 


1891 


in .7 


72 


1857 


112. 5 


105 


1892 


106. 1 


68 


1858 


101.8 


91 


1893 


105.6 


68 


1859 


100.2 


94 


1894 


96. 1 


63 


i860 


100. 


99 


1895 


93-6 


62 


1861 


100.6 


98 


1896 


90.4 


61 


1862 


114. 9 


101 


1897 


89.7 


62 


1863 


102.4 


103 


1898 


934 


64 


1864 


122.5 


i°5 


1899 


101.7 


68 


1865 


100.3 


101 


1900 


no. 5 


75 


1866 


136.3 


102 


19OI 


108.5 


70 


1867 


127.9 


100 


1902 


112. 9 


69 


1868 


H5-9 


99 


1903 


113. 6 


69 


1869 


113. 2 


98 


1904 


113. 


70 


1870 


"7-3 


96 


1905 


H5-9 


72 


1871 


122.9 


100 


1906 


122.5 


77 


1872 


127.2 


109 


1907 


129-5 


80 


1873 


122.0 


in 


1908 


122.8 


73 


1874 


119. 4 


102 


1909 




74 



8. A fall of American prices to 1869, following the war, 
English prices remaining comparatively stable during the decade 
1860-70. 

9. An advance of American prices, 1869-72, and of English 
prices, 1870-73, due to business activity and speculation. 

10. A fall of both American and English prices to 1879, in 
consequence of the panic of 1873 and demonetization of silver. 

11. A rise of American prices, 1880-82, following the resump- 
tion of specie payments and the improvement of business con- 
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ditions; English prices, after a slight rise in 1880, continued to 
fall to 1887, on account of prolonged depression. 

12. A drop in American prices to 1886, due to railroad col- 
lapse, followed by slight recovery. 

13. A gradual decline of American prices to 1897, brought 
about by currency agitation and depression; English prices also 
moving downward slowly to 1896, after a slight rise to 1891, pro- 
duced by trade activity. 

14. A rapid rise of American prices and slower advance of 
English prices to 1907, caused chiefly by depreciation of gold, with 
a temporary decline in 1900, caused by the Boer War. 

15. Fall of both American and English prices, 1907-10, on 
account of panic and depression. 

II. Statistical Factors Affecting Prices 

The discussion as to what factors influence prices is one upon 
which economists and statesmen have dwelt ever since there has 
been a science known as "Political Economy." Although most 
of our great economists believe that the increased production of 
gold is the principal factor, yet there are many able men such as 
Professor Laughlin, of the University of Chicago, and Paul Leroy 
Beaulieu, of the Sorbonne, Paris, who believe that the increased 
production of gold affects prices very little. From the study, how- 
ever, which my organization has given to the question, we believe 
that Professor E. W. Kemmerer, of Cornell University, and Pro- 
fessor Irving Fisher, of Yale University, have most correctly 
diagnosed the causes of the raising of the general price level. 

These men believe the increase in gold and credits, including 
bank deposits subject to check, and especially an increase in the 
velocity of circulation of money and credits, are most vital factors 
in raising the price level. Certainly one dollar circulating twenty 
times a year has the same effect as twenty dollars circulating only 
once a year or ten dollars circulating twice a year. Thus, doubling 
the rate of circulation may have the same effect as doubling the 
gold production. Although many political economists have written 
volumes on this subject, these factors have first been stated in a 
definite concrete form by Messrs. Kemmerer and Fisher. In fact, 
it is to these men that I am indebted for the following equation 
and tables upon which this section is based. 
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The work was originally explained in Professor Kemmerer's 
book on "Money and Prices," published by Henry Holt & Com- 
pany, and appears in its latest form in Professor Irving Fisher's 
new book entitled "The Purchasing Power of Money," published 
by the Macmillan Company. The work of these writers, reduced 
to its simplest form, is as follows: The Price of produce and 
commodities is always equal to the Money in Circulation, multiplied 
by its Velocity of Circulation, plus Credits, multiplied by their 
Velocity of Circulation, divided by the country's Volume of Trade. 
Moreover, the more one reads on the subject of prices, the more 
he is convinced that all of the volumes, monologues and theses 
written thereon can be reduced to the above simple proposition. 

Mathematically, P is obtained from the following formula: 
M V + M' V' = P T 

In this formula : 

M = Money in Circulation 

V = Its Velocity of Circulation 

M'= Deposits Subject to Check or "Credits" 

V = Their Velocity of Circulation or "Activity" 
T = Volume of Trade 

P = Price Level 

Therefore : 

MV + M'V 

P == 

T 

which shows that as the factors M and M', or V and V increase, 

P also increases and the price level advances. As V is fairly 

constant, this means that the increased price level of to-day is 

practically due to the increase in money, M (including gold, bank 

notes, etc.), to the increase in deposits subject to check, M', and 

to the increased velocity of circulation of moneys and deposits. The 

increase in M'V is largely reflected in the great increase in bank 

clearings. 

A. study of the annexed chart (for the use of which I am 

indebted to Professor Fisher and the Macmillan Company) shows 

that this formula can be most graphically designated by a picture 

of a "balance" for each business year. For instance, in the top 

balance on the chart, for the year 1896, M is illustrated by a 

bag supposed to contain $880,000,000 or the amount of money 

then in circulation, and the distance at which said bag is hung 
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GRAPHICAL ILLUSTRATION OF PROF. FISHER'S " EQUATION OF EXCHANGE " 



u ■•. .v * *• ■*-^vjjji|-jj-"A--A-.f .'.■■■':'fr " i !« a e ss s 4 x """ x x ' ^ 




"Am iV fVi'» •! ft -v ri iV f a- "i-r i ■ ■« iii"-j a-j.--^T"X a" aL-i-yt 




I f "A '^'"^"■'■""^" 



w',t; l ",L"T.i-"".w i ,t;""-"gg^"TC" m m x' x m J z m x> 



Spfl 



J 



1|| ... jl| ..^.. a .„,,M,.|,„, V ,,J,,, ,| ; „,, <: „ W , 




*■ jV> '-& »'° «'o tf M ")l' ^'""".Xl 








(,w ■-A ■■» g v, g a jwa.." , ^- , wTv; , - , .v"'.u"";"g""':'i 11 x"""x w at' x 1 '^'"J"^'"^^ 



•ij • 




t ^■■ Mi '- a - al - W '- a .- a ..j"ivai"a)"Ii;-.v" , .f-v "81 ' Ill X gg3 ait X"""W «J""X"""a,) 





j. .. "4) iii ji . H) ! "a, ' "Mi"a. l "4"s<i"Hi"ir'|i ' "^ ' -"ii""^"g m x w" < "X"<-x an ■ a v mT""T x > 



rr'ur'ui":i"'W"X"iuI^"ui"ai"a"T.r".r i ,i, ''; ffl .■. ■ -a.- *■ a a. ^ a ai--fo an 




(^'"■i;"^" 



U! ,. w .„ A! ,^ i ,„ tl , 




' A "'^"'''"T' i ' ^ ■'■> * J" "■'"*' »'" " ''» " -'" »'" ^»W^:'^^^;U^ «K ^ T ' .VA.1 




Ml 



tji-iu-a-a-ai-ii-l-ai-ai-Ji-a.-li;-. a ~5T 





•° Jn * n *° ta 



l^"i,."'M"M;"ai"HI"l" l ai"lt!"U!''Hi' , l-Ji-.-.);-li -g; :K-"ig J- g g g m -"lfe- I"' 1 ^ 









I' 



FiO. 17. 
<Vm4 by pcrmlMlon of Prof- Fbhcr and thr MacmUIao Compeer) 

(485) 



168 The Annals of the American Academy 

from the pivot represents its velocity of circulation or V, which 
Professor Fisher finds to be nineteen times a year. 

M' is illustrated by a bank book showing the deposits subject 
to check, namely $2,710,000,000 and the distance said bank book 
is hung from the pivot represents the velocity of said circulation or 
V, which was thirty-seven times a year. The volume of trade 
is illustrated by a scoop hung from the right end of the balance 
representing $191,000,000,000 worth of trade reckoned, not at the 
prices of 1896, but at the prices of 1909 which is the "base" 
year. (By reckoning the volume of trade of all years at the same 
prices — those of 1909 — the scoop shows how these volumes of trade 
compare with each other irrespective of the price level.) The dis- 
tance of the scoop from the center, represents the price level 
or P, which is 60 per cent of the price level of ipop. All these 
factors must be in equilibrium at any given time and if one is 
moved, one or more of the others must be adjusted to correspond. 
Therefore, as the conditions differ for each year, the pictures on 
the chart differ for each year and the changed conditions existing 
from 1896 to date are most graphically shown on this most inter- 
esting chart of Professor Fisher's. 

Therefore, a glance at the distance of the scoop from the 
center shows how the price level has changed, while the other 
distances and weights graphically show the reasons therefor. The 
annexed chart does not show 1910 conditions; but the following 
figures are for 1910 and show that the "weights" on the left are 
about the same distance from the center as was the case in 1909, 
while the scoop is further from the center than ever. 



M 


M' 


V 


V 


P 


T 


MV 


M'V 


MV+M'V = PT 


1.64 


7-23 


21 


S2-7 


104.0 


399 


34 


381 


415 =4iS 



It might also be added that Professor Fisher's diagnosis for 
1910 shows conclusively that the velocity of circulation of deposits 
subject to check is substantially the same in 1910 as in 1909 and 
much higher than in any other year, which is a disquieting symptom, 
indicating that our people are doing business on very low bank 
accounts compared with the expenditures which they are making. 

When emphasizing the importance of this formula, I am always 
asked as to the figures used in working out the various factors. 
I will therefore describe in the briefest possible manner how 
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these figures are derived, supplementing the description with some 
tables from Professor Fisher's book on "The Purchasing Power 
of Money" and some additional figures prepared by my organi- 
zation. 

"M" is the estimated Money in Circulation in the United 
States, which includes coin and paper outside of the United States 
Treasury and banks of deposit and discount. The money in the 
United States Treasury is excluded because it is of no use to 
the merchants, and the bank reserves are excluded for the same 
reason. Although the following table, of course, is not absolutely 
accurate, yet it is made up from official statements and all govern- 
ment and other calculations are based thereon. 

Estimated Money in Circulation in the United States (M) 
(In Billions of Dollars) 



1896 
1897 
1808 
1899 
1900 
1901 
1902 
1903 



37 
.88 

96 
03 
17 
22 
26 
38 



1904 
190.5 
1906 
1907 
1908 
1909 
1910 



1-37 
i-4S 
i-59 
1.03 
1.63 
1.63 
1.64 



"M' ", or the Individual Deposits Subject to Check, has been 
worked out especially for use in connection with this formula. The 
result is based on the figures for individual deposits, less the 
deposits in savings banks and in the savings departments of national 
banks. In fact, we are indebted to Mr. A. Piatt Andrew, Assistant 
Secretary of the Treasury and the expert of the National Mone- 
tary Commission for these figures, which show for the first time 
the actual deposit currency of the United States. The complete 
table is as follows : 



Estimated Individual Deposits Subject to Check (M') 

(In Billions of Dollars) 

2.6819 

2.8019 



1896 2.6819 1904 

1897 2.8019 T 9°5 

1898 3-I9I9 !9°6 

1899 3-90I9 r 907 

1900 4.2019 1908 

1901 5-I3I9 J 909 

1902 5-4319 1910 

1903 5-7° 

To ascertain "V" is a work that cannot be briefly described, 
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6-54 
6.84 
7-13 
6.57 
6-75 
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as many theses have been written on this subject of itself. A 
full detailed description thereof, however, may be found in the 
Journal of the Royal Statistical Institute for December, 1909, 
entitled "A New Method of Ascertaining the Velocity of the 
Circulation of Money." This method has been most favorably com- 
mented upon by the leading economists of the world, and we are 
justified in taking their word for its correctness. Practically the 
work consists of obtaining by mathematical formulas the actual 
velocity or circulation for 1896, which was 19, and for 1909, which 
was 22 and interpolating the intermediate years. This gives the 
following table for "V" : 



Estimated Velocity of Money Circulation (V) 

1896 

1897 

1898 

1899 

1900 

1901 

1902 , 

1903 



19 


1904 


19 


1905 


20 


1906 


22 


I907 


20 


I908 


22 


1909 


22 


I9IO 


21 





21 
22 
22 
21 
20 
22 
21 



Briefly, this means that a given piece of money circulates on 
the average about 22 times a year. 

"V" is ascertained indirectly. After obtaining M, M' and V, 
it is a simple matter to obtain V, for the following reason: 

"The velocity of circulation of bank deposits is found by divid- 
ing respectively the total check circulation (M'V) by the bank 
deposits (M'). The divisor, M', has already been found. As to 
the dividend, M'V, this is practically the total of checks drawn in 
a year, for we may reasonably assume that, on the average, each 
check circulates against goods once and but once." 

Moreover, the work which has been done by Professor Kin- 
ley, of the University of Illinois, enables one to obtain this 
data directly. Professor Kinley's special investigation was based 
upon the value of the checks deposited on July 1, 1896, which 
was about $468,000,000. To quote again: "If we could assume 
that this day was an average day of the year, we should need, 
in order to obtain the total year's deposits of checks, simply to 
multiply this by the number of settling days in 1896, which was 
305. But it happens that July 1 is an exceptionally heavy day 
in the deposit of checks. Making allowance for this fact, as 
indicated by the clearings of the New York clearing house we 
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conclude that the total year's deposits of checks in 1896 were 
about 97 billions, with a probable error of some 5 or 6 per cent. 
Similar calculations for 1909 make the total check transactions of 
that year 364 billions. We have thus the value of the total check 
circulation (M'V) in the two years 1896 and 1909; and find them 
to be 97 and 364 billions respectively, indicating a prodigious 
growth in thirteen years. We have still to interpolate figures for 
intervening years. For the period between these two years, we 
have, unfortunately, no such data as those of Professor Kinley 
for 1896 and 1909. However, we can find an excellent barometer 
in the clearing house transactions; a barometer dependent partly 
on the clearings in New York City, but more on those outside 
of New York City. It is well recognized that, although the 
clearings in New York deserve an exceedingly large representation, 
their relative importance in the total clearings is exaggerated." 

As to what relative importance should be given respectively 
to clearings in New York and to the outside clearings in order 
to obtain the best barometer of the check transactions for the 
entire country, it has been concluded that, if the outside clearings 
be multiplied by five and the result added to the New York clear- 
ings, the result will be a good barometer of check transactions 
for the United States. 1 By means of this barometer of check 
transactions, consisting of New York clearings plus five limes the 

Although New York clearings constitute two-thirds of all clearings for the 
country, it cannot he imagined that the check transactions in and about New York 
form two-thirds of the check transactions of the United States. We have already 
seen that the reported check deposits in New York on March 16, 1909, amounted 
to 239 millions. This figure, being for New York, is probably nearly complete and 
indicates, as we have seen, an estimated average for the daily deposits in New 
York City in 1909 of 306 millions. This gives 306 x 303 or 93 billions for New 
York City, for the entire year. Our estimate for the entire country was 364 
billions, leaving 271 billions outside of New York City. Let us compare these 
estimated figures for check deposits with the figures for clearings. The New York 
clearings in 1909 amounted to 104 billions and those outside New York, to 62 
billions. 

The New York clearings (104) thus exceed the New York check deposits (93), 
probably because the clearings on account of outside banks include clearings 
representing hanking transactions as distinguished from commercial transactions, 
since New York City is the chief central reserve city. The New York City 
deposits were thus only y or about 90 per cent of the New York clearings. 
Outside of New York, on the other hand, the deposits far exceeded the clearings. 
being in the ratio _^,y. or 4.4. These ratios between check transactions and clear- 
ings, viz., .90 for New York and 4.4 for "outside," would indicate that the pub- 
lished figures for clearings should be weighted in the ratio of 4.4 to .9 or about 
5 to 1. That is, on the basis of 1909 figures, five times the outside clearings plus 
once the New York clearings should be a good barometer of check transactions. 
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outside clearings, and a knowledge of the actual check transactions 
in 1896 and 1909, one may easily derive from the "barometer" an 
estimate of the actual check transactions. The result is as follows : 



Estimated Check Transactions (M'V) 
(In Billions of Dollars) 



1806 
1897 
1898 
1899 
1900 
1901 
1902 
1903 



97 


1904 


106 


1905 


127 


1906 


166 


1907 


165 


1908 


208 


1909 


222 
223 


1910 



233 

282 
320 
320 
300 

364 

381 



Having obtained estimates of M'V and having previously 
obtained estimates of M', it is easy, by simple division, to obtain 
V. The results are as follows: 



Estimated Velocity (V) of Circulation (By Checks) of Deposits 
Subject to Check 

36 

38 

40 



1896 
1897 
1898 
1899 
1900 
1901 
1902 
1903 



43 
39 
41 
41 
39 



1904 
1905 
1906 
1907 
1908 
1909 
1910 



40 
43 
47 
45 
46 

5-i 
52.7 



We have now, as will be seen, determined M and M' and V 
and V, thus leaving only one factor to be determined, namely, 
the Volume of Trade, or "T". This has been ascertained by the 
most careful research work and the data reduced to a common 
index number for each year as given in the following table which 
represents the volume of trade in billions of dollars as reckoned 
at the prices of 1909: 



Estimated Volume of Trade 



1896 
1897 
1898 
1899 
1900 
1901 
1902 
1903 



209 


1904 


239 


1905 


260 


1906 


273 


1007 


27s 


1908 


311 


1909 


304 


1910 


335 





324 

378 

396 

412 

381 

399 

399 



These index numbers for "P" are based on the data for 44 
articles of internal commerce, 23 articles of import and 25 articles 
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of export. Sales of stock, railroad freight carried, and letters 
mailed through the post office are also included. In short, the 
increase in "T" practically coincides with the increase in our line 
of growth on the composite plot. For instance, on the above table 
it will be seen that the index figures for the volume of trade 
increased 18 per cent from 1893 to the present time which cor- 
responds to a similar per cent grade of our line of normal growth. 
We now have figures for all factors in the equation, and to 
ascertain the price level at any given time, it is necessary only to 
bring these figures up to date, using the above figures in the 
formula, and the price level, or "P", is apparent. But this formula 
is not based simply on the theory that the prices of commodities 
are and will be dependent on these five factors ; but the formula 
can be absolutely demonstrated, which is what Professor Fisher 
has done. For instance, the following table gives the index num- 
ber of general prices based on figures prepared by the Bureau 
of Labor at Washington and after "P" has been worked out inde- 
pendently by the above formulas for the various years from 
1896 to 1910 inclusive, the results will be found to compare almost 
exactly with the index numbers for "P" as given in this table. 



Index Numbers of General Prices 

8 S 

91 

96 

97 

92 

100 

104 



63 


1904 


64 


1905 


66 


igo6 


74 


1907 


80 


1908 


84 


1909 


89 


1910 


87 





1896 

1897 

1898 

1899 

1900 

1901 

1902 

1903 

The above table is based on the figures of the Bureau of 
Labor for wholesale prices; its only difference from the Bureau 
of Labor figures is that the above index numbers include prices of 
securities and wages. When it is considered that in no case have 
any of these factors, including the above index numbers, been 
changed more than two or three per cent, in order to demonstrate 
the formula, there can be no doubt but that the prices of commodities 
are dependent upon the money in circulation multiplied by its 
velocity plus the credits multiplied by their velocity divided by 
the volume of trade. Therefore, whatever may be written relative 
to factors affecting prices and however we may be criticised for 
endeavoring to reduce these factors to a concrete formula, I am 
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nevertheless convinced that the formula is correct and that all 
contradictory work is fundamentally wrong. // so, the factors 
affecting prices are self evident. 

III. General Factors Affecting Prices 
Although the above formula shows clearly the cause of raising 
the price level as a whole throughout the world, yet I recognize 
that there are other factors affecting the price of certain commodi- 
ties and of certain products. Moreover, there are other factors 
which make the prices different in different localities. Among these 
factors may be mentioned the changes in expenses of production, 
tariffs and taxation, wages and unionism, changed agricultural con- 
ditions, monopolies and "Trusts,'' general extravagance, competitive 
advertising and speculation. These factors are not the factors 
which raise the price level as a whole and are not fundamental 
factors; but are factors to consider when referring to different 
figures in different localities. Instead of preparing more original 
matter on this point, I herewith quote again from the report of 
the Massachusetts Legislature (House Document, No. 1750) and 
also give some extremely good comments on the most important 
of these factors by well-known men. 

The following table presents an analysis of the causes assigned 
for the increase of prices by the writers of thirty articles that 
have appeared in print since January 1, 1910: 



Number of Articles Written 
Therein. 



Causes. 




1. Increase of gold supply 

2. Exhaustion of natural resources 

3. Rising standard of living 

4. Withdrawal of population from agriculture, and 

growth of cities 

5. Trusts and combinations 

6. Tariff 

7. Labor unions 

8. Growth of population, and unscientific methods 

of farming . . . . : 

9. Extravagance in expenditure. 

10. Waste and fraud in distribution 

11. Uneconomical marketing and housekeeping. . . . 

12. Speculation 

13. Immigration 
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"The figure given in the first column of the table, under the 
head 'Principal Cause,' indicates the number of writers who assign 
the chief importance to the factor in question; that given in the 
second column, 'Contributory Cause,' shows the number who regard 
the influence of the cause enumerated as secondary. It appears 
that seventeen out of the thirty writers attribute the advance of 
prices mainly to the increase of the gold supply; four others regard 
this cause as of secondary importance. Exhaustion of natural 
resources, resulting in diminished returns from agriculture, increased 
expenses of production and pressure of population on the land, is 
given the first place by four writers ; eight others ascribe secondary 
importance to this factor. A rising standard of living is believed 
to be the primary cause of higher prices by two of the contributors 
of the recent discussion ; three others assign some weight to this 
influence. Withdrawal of population f-om agriculture, and growth 
of the cities, which are both consequences of the concentration 
of population, are regarded as the main factor by only two writers, 
and as a secondary cause by one. The growth of population in 
general, combined with unscientific methods of agriculture, result- 
ing in disproportion between the population and the food supply, 
is selected as the first cause by one observer; this cause is given 
secondary importance by four others. Two writers place the respon- 
sibility chiefly upon the trusts and combinations, and ten others 
assign more or less importance to this cause. The tariff is assigned 
as the primary cause by only one writer, but is held to be a 
contributory influence by seven others. Similarly, the influence of 
labor unions is declared to be the chief cause by one person, and 
is mentioned also by three others. The foregoing are the only 
influences that are regarded as chief factors in the advance of 
prices; the others are regarded by all the writers as of secondary 
importance, in varying degrees.'' 

The manner in which the chief causes are assumed to operate 
in bringing about an advance of prices is set forth in the follow- 
ing extracts from the papers summarized in the preceding table: 

1. . Increase of Gold Supply 

To say that the present high prices are due to trusts will not explain 
the similar rise of prices in cases where there are no trusts in those particular 
commodities in this country, or no trusts at all in other countries where the 
rise of prices is also well marked. To say that high prices are due to the 
tariff does not explain the similar rise of prices in England, where there is 
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no protective tariff. To say that high prices are due to labor unions or 
to the associated action of labor does not explain the rise of prices in the 
Orient, where there are no labor unions. To say that rising prices are due 
to the growth of population does not explain the falling prices of a decade 
ago, when population increased at virtually the same rate. During the free 
silver agitation the favorite argument of men like Mr. David A. Wells 
was that falling prices were due to the progress of invention. Yet the 
progress of invention has continued unabated during the past twelve years, 
and yet prices have risen instead of falling. It is obvious, then, that apart 
from the minor oscillations in any one commodity a general change in 
the level of prices can be explained only by a cause which attaches equally 
to all prices. Now, price in general is value expressed in terms of money ; 
hence a general change in the price level means a change in the value of 
money. But the value of money, like the value of everything else, depends 
on the relation of the supply of money to the demand for money. From the 
point of view of supply the answer is easy. The standard of the civilized 
world is now, and has been for some time, gold. . . Gold, in other 
words, is being turned out in such enormous quantities that it is falling in 
value. But a fall in the value of gold, other things being equal, is tanta- 
mount to a rise in general prices. (Prof. E. R. A. Seligman, Columbia 
University, in "Journal of Commerce and Commercial Bulletin," January 
3, I9IO.) 

2. Exhaustion of Natural Resources 

We have begun to feel this land crowding effect. Agriculture on the 
average has begun to grow more intensive. If inventions and discoveries 
of the future are to annul or reverse this effect, they must be of a different 
kind from those that have given us our seeders, reapers, threshers, etc. We 
shall need thereafter, not something that will enable a man to till more 
acres, but something that will enable him to get greater and greater returns 
from a single acre. We have reached the beginning of the period of increas- 
ing intensiveness of agriculture, and by one of the cardinal laws of economics 
that process means a diminution of the per capita returns. Labor creates 
and gets less and less, all other things remaining the same, when it tills 
each acre more and more laboriously. (Prof. John Bates Clark, Columbia 
University, in the "Independent," March 10, 1910.) 

3. Rising Standard of Living 

Ordinary explanations, such as the tariff, the trusts, the unions, etc., 
fall short of satisfying the observer who takes a broad view of the situation. 
These agencies may in a measure contribute, but the controlling cause lies 
deeper; it is, in fact, within ourselves. Food, shelter, clothing, education and 
society are five necessities of civilized existence. Are we now content with 
the same quality and quantity of any one of these requirements that satis- 
fied us in previous times? . . The spread of popular educatkm 
has brought about a decided and general advance in the standard of living, 
affecting every class of society. In all the five principal items 
of the working-man's cost of living, his demands and the demands upon 
him have largely increased. In the middle classes the general increase in 
desires as to food, homes, clothing, education and society has been more 
marked, while among the wealthy there has been a significant growth in 
the indulgence of extravagant tastes in every direction ; the result is a 
demand, hitherto unequaled, for all classes of luxuries. This leads up to 
the heart of the situation. Prices are established bv the relation of the 
supply to the demand ; production in this country, while steadily increasing, 
has not kept pace with the vastly enlarged demand brought on by the rapid 
growth of the desires of all our people. To this cause in largest measure 
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may be traced the conspicuous rise in the cost of living. Of course tariffs 
have their influence in artificially accentuating the short supply of certain 
commodities in various localities; trusts and labor combinations are also 
factors; but these are small items compared to the great underlying cause, 
namely, the change within ourselves, — our greater needs, our broader desires 
for the necessities, the comforts and the luxuries of life. When the supply 
of commodities is increased so as to keep pace with our demands, or when 
our demands are restricted to present production, the prices of items making 
up our cost of living will be reduced. (Marcus M. Marks, President 
National Association of Clothiers, New York, in the "Delineator," April, 1910.) 

4. Withdrawal of Population from Agriculture, and Growth of Cities 

There are many reasons to account for the increased cost of living. The 
number of persons growing wool and cotton and leather, and those devoting 
themselves to the growth of wheat and meat and vegetables, while increasing 
in actual numbers, is decreasing in proportional numbers. Thus the con- 
sumer is rapidly gaining in numbers on the producer. This it may be said, 
is compensated for by the increased efficiency of the producer. It requires 
less labor, for instance, at the present time to produce a given unit of raw 
materials than in former years. It is true that labor-saving machinery has 
done much, but the fertility of the soil has diminished because of a lack of 
sufficient knowledge of the proper methods of its conservation. The labor, 
likewise, is greatly increased in price ; so I take it that the initial cost of 
production is greater now than in former years. This, together with the 
increased demand, has produced, a natural increase in prices which cannot 
be corrected unless the relations existing between the producer and con- 
sumer are changed. It is not likely that this will take place ; on the con- 
trary, owing to the difference in methods of living and the attractions which 
gregarious life has for the human lace, there will be, in my opinion, even a 
greater disproportion existing between consumer and producer. This is offset 
to a certain extent by the fact that consumers, especially those who reach 
a competence, are almost universally in their older days possessed with a 
desire to return to the soil and indulge in the production of the necessaries of 
life. This return to the soil, though, does not by any means compensate 
for the exodus from the soil to the city. (Dr. Harvey W. Wiley, Bureau 
of Chemistry, Department of Agriculture, symposium in the "Delineator," 
April, 19.10.) 

5. Trusts and Combinations 

As a general proposition, it is true that no general economic condition 
is due to any one cause. The industrial trust has, however, had a very 
important influence in bringing about the increase in the cost of the necessities 
of life; for these combinations have in effect repealed the law of supply and 
demand and done away with the old theory that "competition is the life 
of trade." A concrete example will serve as an illustration. In 1896 oil 
was selling in St. Louis, Mo., for 6V2 cents a gallon. Ten years later, at the 
time I instituted suit in the name of the State of Missouri against the Stand- 
ard Oil Trust, it was selling for qVz cents a gallon. During this period the 
production of crude petroleum throughout the country had almost doubled, 
with a consequent decrease in price, while the nroauction in the Kansas 
and Oklahoma oil fields had increased from 81,000 barrels in 1901 to 
12,000,000 barrels in 1006, and its price had declined .rom $1.20 a barrel in 
1001 to do cents a barrel in 1906. The competition made possible as a 
result of this litigation brought about a reduction in the price of oil in the 
State of Missouri from qVi cents in 1906 to 6V2 cents in 1908. (Herbert b. 
Hadley, Governor of Missouri, in the "Delineator," April, 1910.) 
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6. Tariff 

In my judgment, the causes are to be found, not in cheapened gold, but 
in the forces increasing the expenses of production of goods. The first of 
these is the high rate of taxation imposed by the Dingley tariff act of 1897 
and continued by the tariff act of 1909. The price of goods affected shows 
marked decline after the panic of 1893 and the passage of the Wilson act; 
then, after the passage of the Dingley act there followed a portentous rise 
of prices, e.g., blankets, hosiery, shirtings, woolen suitings, overcoatings, 
'sheetings, worsted yarns, women's dress goods, lumber, zinc, axes, files, door 
knobs, etc. The most serious effect of the tariff was the increased cost of 
wool and of the various materia's of manufacture, whereby the prices of the 
goods using these materials were raised far higher than the mere rise in 
the cost of materials, since finished goods received compensating duties for 
the raw materials and abundant protective duties besides. The National 
Association of American Manufacturers is to-day agitating for a lower tariff, 
especially on materials, because our manufacturing costs make it impossible 
to compete with other countries in foreign markets. (Prof. J. Laurence 
Laughlin, University of Chicago, in the "Delineator," April, 1910.) 

7. Labor Unions 

There is general complaint about high prices of the necessities of life, 
various reasons being assigned for the same, chief among which are the tariff 
and the capitalistic trusts; while as a matter of fact the primary cause of 
the constantly advancing prices of commodities of all kinds lies at the 
door of the labor trust, a cardinal principle of which is to raise wages and 
restrict production, neither of which can fail to diminish the purchasing 
power of the dollar, and when working together they doubly depreciate its 
value. Therefore, just as long as the labor trust is permitted to interfere 
with the law of supply and demand by restricting production and artificially 
advancing cost of commodities by abnormally high wages, just so long 
will our industrial affairs remain in a state of chaos and unrest, and just so 
long will that great portion of the public who cannot unionize be compelled 
to suffer the consequences. Why not strike at the root of the evil, and put 
the labor trust out of business first, instead of helping it on toward its 
"goal," as some well-intentioned men are blindly doing? (John Kirby, Jr., 
President National Association of Manufacturers, New York, in the "Deline- 
ator," April, 1910.) 

8. Growth of Population, and Unscientific Methods of Farming 

The growth of population, which is simply another name for increased 
consumption, has overtaken production of food-supplying cereals and meats ; 
and as the -converging lines of production and consumption approach each 
other, prices must advance. . . I doubt if any country in the world 

excels the United States in natural fertility of soil, or has a more favorable 
general climate ; but with our careless, uninformed methods of seed selec- 
tion, fertilization and cultivation, our farms produce an annual yield of less 
than 14 bushels of wheat per acre, as compared with 32 in England, 28 in 
Germany, 34 in the Netherlands and 20 in France. The United States pro- 
duces something less than 23 bushels of oats per acre, while England pro- 
duces 42, Germany 46 and the Netherlands 53. Potatoes, with wheat and 
corn, are a food staple of the poor man. Germany, with an arable area' of 
less than some of our largest states, produces more than seven times the 
number of bushels of potatoes that are produced in all the states. The 
increased value of corn, wheat, oats and barley in the United States, pro- 
vided the average yield per acre of the same crops in Germany had been 
raised, and assuming a production of 50 bushels of corn to the acre, would 
have amounted to three and one-quarter billion dollars for the crop for 
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1909; and undoubtedly this increased production of grain would have enabled 
this country to have held the first place as a meat-exporting nation, which 
we have been compelled to surrender to Argentine. If population and con- 
sumption increase in the future as rapidly as they have during the last 
ten years, and production per acre of our farms is not greatly increased, 
within five years from the present, or before 1915, this country will have 
ceased to be a food-product-exporting nation ; and within ten years we shall 
be importing more grain and meat per annum than we have ever exported 
in any one year for an average of five years, in our history. What will be 
the cost of living, under these circumstances? (W. C. Brown, President 
New York Central Lines, in the "Delineator," April, 1910.) 

Personally I am very much interested in this subject of "The 
Depletion of the Soil." Many are well acquainted with the study 
which Mr. J. J. Hill has made relative to this special topic and 
the warnings which he has continually given; but it is very certain 
that the country as a whole has not begun to realize the import- 
ance thereof. In short, next to the increased production of gold, the 
"Depletion of the Soil" is a very important factor in causing the 
present high cost of living and influencing commodity prices. 

We have not the exact figures, but I understand that chemists 
estimate that about twenty per cent of the value of each year's 
crop should be used for fertilizing the next year's crop. In other 
words, about twenty per cent of what comes from the soil should 
go back to the soil. Of course, these details are for the chemist 
to discuss, rather than the economist; but the general subject is 
of great importance to all. Of course, a proper proportion of 
that part of our crop which is consumed on the farms and rural 
districts, is now returned to the soil ; but all that remains of the 
great portion consumed in our cities enters the sewers and eventually 
finds its destination in the sea, and consequently is lost so far as 
immediate practical value is concerned. In fact, it has been esti- 
mated that about $2,000,000,000 a year is wasted through the 
sewers. In other words, to replace the values of the refuse 
passing through our sewers, by purchasing fertilizer at current 
market prices, would cost $2,000,000,000 a year. 

IV. How Commodity Prices May be Forecast 
This in reality is a subject by itself, and thus is difficult properly 
to treat in so short a space. However, as the average man is much 
more interested in the present and future than in the past, I cannot 
close without giving a brief description of the very important work 
which is now being done along the line of forecasting commodity 
prices. 
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Up to within the last few years, economists have been divided 
into two "schools," when discussing the course of future prices. 
One school has considered simply the element of time, believing 
that there is a periodic rhythm in the course of prices and that a 
period of low commodity prices comes approximately every so many 
years. They believe that this period is — within a certain number of 
years — again followed by another period of high prices, and so on. 
Believers in this theory, however, disagree as to the length of the 
periods. Although all unite that the major period is approximately 
twenty years, the length of the average business generation, yet they 
differ as to the duration of the minor cycle, some believing that a 
period of low prices comes every five years, some every ten years, 
and some at still different rates. The fact that these men differ so 
as to the duration of said period of time is, to my mind, one reason 
why they are wrong in their assumption. In fact, I strongly believe 
that there is no economic basis for the statement that prices of 
commodities must rise and fall according to any period of time basis. 

The other school bases its prognostications on the theory that 
price movements are due to the intensity of the period ; — to wit, that 
prices will continue to increase until they reach a certain height, 
when prices will then decline. They believe that the decline will 
continue until prices reach a certain low point, when prices will again 
begin to increase. Their reasons are very plausible, claiming as 
they do that the high point is reached when prices exceed their value 
and usefulness to the commodity, and the low point is reached when 
the price is equal to or less than the cost of production. On 
analyzing these reasons, however, they will be found to be very 
superficial, as the value is an indeterminable quantity, and the cost 
of production is very variable. 

It might be said that the men who believe that everything is 
regulated by supply and demand also come under this heading; but 
the terms "supply" and "demand" are very indefinite and mean 
nothing of themselves. In fact, if one of these "supply and demand 
men" is asked to name the causes of the supply or the causes of the 
demand, he immediately places himself directly into one of these 
two "schools" of thought. Therefore, it may fairly be said that, up 
to the present time, most students of fundamental conditions have 
been divided into these two schools, one basing their prognostications 
on the factor of time and the other on the factor of intensity, or, in 
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this case, prices. Neither of these two schools of thought has true 
economic reasons for their theories, and this doubtless is why said 
theories have failed to demand more serious consideration. 

In more recent years, however, there has developed a third 
school of thought which bases its prognostications on what is known 
as the "area theory." This area theory considers both the factor 
of time and the factor of intensity, or prices. Their prognostica- 
tions of prices are based on the product of these factors of time and 
prices, or, in other words, on the area consumed. 

In short, this new school draws an oblique line, with a slope 
based on the normal increase in the nation's volume of trade, possibly 
somewhat as represented by "PT" or by "T" in Professor Fisher's 
formula. Starting at a time when the business of the country is 
practically normal, such as early in 1903, actual business conditions 
are plotted from month to month. This gives certain areas below 
and above this line of normal growth, and these areas are designated 
on the annexed plot as A, B, C, and D. In order to plot business 
conditions from week to week, the following twenty-five subjects 
are considered and combined under twelve headings : ( 1 ) Building 
Construction, (2) Money in Circulation, (3) Comptroller's Reports, 
(4) Loans of the Banks, (5) Cash held by Banks, (6) Deposits of 
Banks, (7) Surplus Reserves of Banks, (8) Total Bank Clearings, 
(9) Bank Clearings excluding New York, (10) Stock Exchange 
Transactions, (11) New Securities, (12) Business Failures, (13) 
Labor Statistics, (14) Imports, (15) Exports, (16) Balance of 
Trade, (17) Gold Movements, (18) Foreign Money Rates, (19) 
Political Factors, (20) Production of Gold, (21) Commodity Prices, 
(22) Crop Conditions and Iron Production, (23) Railroad Earnings, 
(24) Idle Car Figures, (25) Political and Social Statistics. The 
twelve headings are: 

MERCANTILE CONDITIONS 

Bank Clearings. Failures. 

Immigration. New Building. 

MONETARY CONDITIONS 

Domestic Monetary Conditions. Foreign Monetary Conditions. 
Surplus Reserve. Commodity Prices. 
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INVESTMENT CONDITIONS 

Prices of securities and shares traded in on the New York Stock 
Exchange. 

Condition of Leading Crops. Railroad Earnings. 

Political Conditions. 

After obtaining such data each week, the latest figures on each 
subject are reduced to index figures, on the same principle that the 
London "Economist" reduces the prices of a number of different 
commodities to one common index figure. This index figure is a 
sort of "barometric index" showing, each week, the general business 
conditions throughout the entire country. By systematically plotting 
each week this barometric index number one has the outline of a 
plot that shows graphically general business conditions as determined 
by fundamental statistics. 

In the plot reproduced herewith the large black areas — A, B, 
C, and D — are the result of such an outline obtained in such a 
manner and representing the past seven years. This is known as 
the Composite Plot of Business Conditions. This Composite Plot 
shows, first, the business conditions existing to-day compared with 
any other time since 1902 ; and, secondly, based as it is upon the law 
of "action and reaction being equal when the total force involved 
is considered," it indicates how much longer present conditions are 
to last. 

This Composite Plot, therefore, shows merchants the actual 
conditions existing at any given time and, on the assumption that 
these areas tend to be equal in area, not in shape, it aids them in 
forecasting future conditions by showing whether the next area may 
be expected above or below the line of normal growth and about 
how long before it will come. Of course, this third school simply 
combines the work of the two former schools, as such men consider 
both time and prices, instead of simply one of these two factors. 
On the other hand, a little thought shows how reasonable is this 
third theory and how it automatically adjusts itself to conditions the 
same as a "governor" on an engine. For instance, if prices increase 
twenty-five per cent above normal, it is not reasonable to think that 
they will continue to go up until they reach the last previous high 
price of one hundred per cent, irrespective of the time consumed, but 
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it is reasonable to suppose that after prices have held this increase of 
twenty-five per cent for a period of four times as long as they ha'd 
when selling at the previous high advance of one hundred per cent, 
that the time has arrived when logically they should fall. 

In other words, the theory is that business conditions, as a 
whole, can continue with "the throttle one-fourth open" about four 
times as long as with the throttle wide open ; or, to word it another 
way, when conditions are "doubly prosperous," said prosperity can 
last only one-half the period of time that it would if conditions were 
only moderately prosperous. This school believes that if the country 
would be willing to run along at a normal rate of speed so that the 
line for actual business would correspond with the line of normal 
growth, we would always have moderately prosperous conditions 
with a steady, slow advance. On the other hand, the higher that the 
line for actual business rises above the line of normal growth, the 
shorter length of time prices will remain high and conditions abnor- 
mally prosperous. 

The preparation of this Composite Plot of Business Conditions, 
however, is simply the first step, or the basis, of this most recent 
and hopeful work relative to forecasting commodity prices. After 
preparing this Composite Plot, the next step is to plot thereon the 
average prices of the respective commodities in order to ascertain 
the relation between the prices of a given commodity and this 
Composite Plot. This work is now being done by a number of 
organizations in different parts of the country, and most wonderful 
results are being obtained. The first work performed was to ascer- 
tain the relation of the bond market to the Composite Plot, and it 
has been found that the lowest money rates and the highest bond 
prices have come at the very beginning of a prosperity area, as the 
line for actual business conditions has been crossing the line of 
normal growth ; while the highest money rates and the lowest bond 
prices have come at the beginning of a depression area, directly 
after the line for actual business conditions has crossed the line of 
normal growth. When forecasting the average of thirty-two active 
stocks by the Composite Plot, it has been found that the high point 
of the stock market has come when the prosperity area is about 
one-fifth or one-fourth consumed, and the low point of the stock 
market has come when the depression area has been a"bout one-fifth 
or one-fourth consumed. 
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In the same way the commodity market is now being forecast, 
and the annexed Composite Plot, above referred to, also contains a 
line showing the fluctuations in commodity prices since 1902. This 
line is based on Bradstreet's Index and runs from a minimum point 
of $7.75 to a maximum of about $9.25. Although the work has not 
continued over a sufficiently long period of time as yet to deduce 
an actual law, yet the opinion of many students at present is 
somewhat as follows : 

Prices of commodities are highest when the period of 
prosperity is approximately two-thirds consumed, and prices 
of commodities are lowest when the period of depression is 
about two-thirds consumed — that is, prices reach their high 
point in the latter part of a prosperity area and continue to 
decline well into the depression area, when they again begin 
to advance. When the prosperity area is shallow, prices will 
continue firm for a much longer period of time than when 
the prosperity area is high, and vice versa. 

Of course, the annexed plot does not show this conclusively 
because Bradstreet's Index number includes certain commodities 
which are subject to weather conditions and which should be elimi- 
nated. When these commodities are omitted and a line of general 
manufactured articles is considered, this law has thus far been 
found to be true. If future investigations likewise confirm this 
law, certainly the Composite Plot will be a most wonderful aid to 
all manufacturers and merchants. Heretofore the business man has 
either followed one of the two above mentioned "schools of thought" 
or else guessed, and thus in most cases has found himself mistaken. 
If the law above mentioned is true, hereafter the business man need 
simply to watch this Composite Plot each week, noting its develop- 
ment and, by the use of the above mentioned law, know approx- 
imately when to expect a turn in commodity prices. If the area 
develops slowly, he may know that it will be some time before the 
prices of commodities change, and he may base his commitments in 
accordance therewith. On the other hand, if the prosperity area 
develops very rapidly, as was the case in 1909, he may know it will 
be comparatively short and should plan his business on the assump- 
tion that commodity prices will soon decline. Thus, by watching 
the growth of this area from week to week, manufacturers and 
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merchants may forecast with wonderful accuracy the probable course 
of commodity prices. 

As suggested, certain products and commodities must be treated 
independently, and I refer especially to such products as cotton, 
corn, wheat, and, of course, flour, the price of which is dependent 
thereon. Although the Composite Plot should be considered even 
when studying the probable future price movements of these prod- 
ucts, yet the most potent factor is the weather. As to the study of 
the weather conditions, this is a subject by itself and cannot be 
discussed here. It may, however, be stated that the best reports of 
weather conditions may be obtained from the government, which 
work is fully explained in my book entitled "Business Barometers." 
Men who are interested in wheat, corn, cotton, oats, and such other 
commodities, as are reported at regular intervals by the Department 
of Agriculture, should very carefully study these government reports, 
although, of course, such reports should be supplemented either by 
personal inspection or by the reports of private correspondents. 

There is also another feature which should be mentioned. This 
is that, although certain subjects like the price of pig iron can of 
themselves be forecast by studying the Composite Plot, yet it is 
unwise to consider the price of any one article independently. The 
safest method is to study the average of a large number of similar 
commodities. This has been most thoroughly discussed in connec- 
tion with my writings on forecasting bond prices. When charting 
on the Composite Plot the price of one issue, this may or may not 
coincide with the general law; but when combining the prices of a 
number of bond issues and plotting the average price, the result is 
almost always in accordance with the law above mentioned. There- 
fore, with these two partial exceptions, it is believed that a law has 
now been obtained whereby the average price of commodities may 
be forecast through the use of this Composite Plot. 

Of course, this entire work is in its infancy at the present 
time. The Composite Plot herewith annexed is simply based on 
comparatively few subjects while a great many more subjects should 
be included. It also is a debatable question whether or not the 
subjects are properly weighted and combined. The location of the 
line of growth will also always be a source of dispute and is subject 
to revision. Nevertheless it is becoming universally believed that the 
fundamental principle underlying the area theory is sound and, as 

(504) 



Factors Affecting Commodity Prices 187 

soon as a Composite Plot can be made truly to represent conditions, 
prices can be forecast with wonderful accuracy. 

As suggested in the first paragraph of this article, I have 
discussed the subject of "Factors Affecting Prices" under four main 
headings. First, I discussed prices in general with special reference 
to the various index numbers now employed; secondly, I discussed 
the statistical factors and showed mathematically to what the increase 
and decrease of prices is due; thirdly, I discussed various other 
general reasons which affect the prices in different localities owing 
to special causes ; and, fourthly, I have discussed how prices are 
being forecast through the development of the Composite Plot of 
Business Conditions. 

In closing I wish to call the attention of readers to how these 
various divisions fit together. This most forcibly impresses one by 
reading, with the Composite Plot in mind, the second section wherein 
Professor Fisher's formula of exchange is discussed. It will be 
remembered that P equals M V plus M'V divided by T or the 
volume of trade. When it is considered upon what the Composite 
Plot is based, it will be seen that said Composite Plot is somewhat 
of a picture of this important formula of Professor Fisher's. In 
that same way, if one will read, with the Composite Plot in mind, the 
quotations in the third section of this article, he will be impressed 
with their intimate relations, for all of these causes effect the shape 
of the Composite Plot, while the prices of commodities bear a 
definite relation to said shape. 

In closing, therefore, I urge all readers to give the Composite 
Plot greater thought and study. We, who are so enthusiastic as to 
its possibilities, are perfectly willing to grant that at the present 
time it is in its infancy, and that ten or twenty years hence we will 
look back with shame upon its present incompleteness. However, 
the economic principle underlying the area theory is absolutely 
sound, and if so, should not all of us unite in striving to devise a 
Composite Plot which will correctly interpret said laws ? 

Once the nations of the world were dependent upon their armies. 
The nation which had a Caesar or a Wellington ruled supreme ; later 
the statesmen ruled, and the nation which had a Pitt or a Bismarck 
determined the world's policy; but to-day the commercial interests 
of the nation dictate the world's policy. The credit of our country 
or of any country during the next ten years does not depend on its 
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armies or its statesmen, but rather — after character— upon its mer- 
chants, manufacturers, bankers and transportation systems. There- 
fore, as it was once the duty of a nation to see that its young men 
were trained along military and political lines, is it not our duty 
to see that our young men are trained to diagnose correctly, and, if 
possible, forecast business conditions in order safely to guide our 
great industrial and financial enterprises, upon which the future 
of our nation is so dependent? 
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By George F. Stone, 
Secretary Board of Trade of the City of Chicago. 



Commercial organizations are a direct evolution of the primi- 
tive methods of bringing buyer and seller together, improving the 
arrangements by which the surplus products of a people, of a 
community, or of a region, are distributed to those who are in need 
of such surplus products. Among the earliest efforts in this direc- 
tion may be mentioned the fairs of antiquity. The essential 
characteristics of commerce since that remote period have not 
changed ; they can never change. The demands of commerce for 
constantly increasing facilities for the rapid and economic exchange 
of commodities are imperious and resistless. There is no alertness 
so sensitive and swift as that of commerce ; there is no vigilance 
equal in intensity and constancy to commercial vigilance. 

The primary function of boards of trade is to facilitate the 
marketing of products and merchandise, and to provide facilities 
for their distribution to the consumer in different sections of the 
country and in different parts of the world. Boards of trade are 
not established in the interest of the buyer exclusively, or the seller 
exclusively, but in the interest of buyer, seller, and producer and 
consumer alike. They have no private interests to promote; they 
gather information, statistical and otherwise, for the benefit of all 
concerned; they are absolutely and emphatically identified with the 
public welfare. The prosperity of the commercial exchange is and 
always must be in proportion as it fosters the general prosperity, 
and as it extends and multiplies commercial transactions upon the 
basis of maintaining a fair compensation for labor, mental and 
physical, in the field, shop and market. Its obvious interest is that 
which attaches to a great public servant summoned to service by 
the inexorable call of a constant public necessity. 

It would be well before entering upon a specific account of the 
Chicago Board of Trade, or any description or explanation of its 
functions, to glance at the circumstances surrounding its birth, in 
order that we may understand somewhat, at least, of the conditions 
which brought it into existence. It was born in a time pregnant 
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with great and significant events, and in a region abounding in 
unexampled potentialities. In "Schoolcraft's Travels," published 
in 1823, Chicago is described as a village in Pike county, Illinois, 
situated on Lake Michigan, at the mouth of Chicago Creek. "It 
contains twelve or fifteen houses, and about sixty or seventy inhabi- 
tants. To the ordinary advantages of an agricultural town it must 
hereafter add that of a depot for the inland commerce between the 
northern and southern sections of the Union, and a great thorough- 
fare for strangers, merchants and travelers." How quick the 
insight, how profound the mercantile instinct, and how wide the 
horizon of the representatives of those sixty or seventy inhabitants, 
the history of Chicago up to this hour bears eloquent witness. An 
uncommercial and superficial view of this village, surrounded by 
hostile Indians and set in a quagmire, led Captain Neil, the com- 
mandant of Fort Dearborn, in 1823, to write to the Secretary of War, 
in the same year, as follows : "The undersigned respectfully recom- 
mends that this fort be abandoned, as the character of the sur- 
rounding soil is such as to preclude the possibility of ever supporting 
a population that would justify the expense of maintaining the fort." 
In this little town, destined to become within a comparatively 
short time the metropolis of the West, were gathered a small number 
of merchants who, with a far-seeing and positively audacious 
sagacity, planned not only for a city, but for an empire in this 
wonderful valley of the Mississippi, whose prosperity, under the 
inspiration of a government created and administered by the people, 
would astonish the world. The social, political and educational 
institutions of the people who were to inhabit this imperial territory 
were fixed by that celebrated instrument framed for the "Govern- 
ment of the Territory Northwest of the River Ohio," which has 
passed into history as the "Ordinance of 1787." This, the most 
notable instance of legislation that ever was enacted bv the repre- 
sentatives of the American people, declared that "religion, morality 
and knowledge, being necessary to good government and the happi- 
ness of mankind, schools and the means of education shall forever 
be encouraged, and that no person demeaning himself in a peaceable 
and orderly manner shall ever be molested on account of his mode 
of worship or religious sentiments in the said territory." It also 
declared, "that no law ought to be made, or have form in the said 
territory, that shall in any manner whatever interfere with or affect 
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private contracts or engagements bona Me and without fraud, 
previously formed." This last provision was the first embodiment 
in written constitutional law recognizing and maintaining the obliga- 
tions of contracts. Six weeks after the passage of the ordinance, 
it was incorporated in the draft of the Constitution of the United 
States. This ordinance has well been described as a pillar of cloud 
by day and of fire by night in the settlement and government of the 
Northwestern states. 

Early History of the Board 

The first steps toward the organization of the Chicago Board of 
Trade were taken on the 13th of March, 1848. At the beginning 
of that year Chicago had neither railroads nor canals, nor any 
other means of communication with the surrounding country than 
by wheeled vehicles, and small craft on Lake Michigan. For a 
number of years preceding, a few enterprising men, under the 
leadership of Mr. Thomas Richmond and Mr. Wm. L. Whiting — 
who were engaged in the grain business — were desirous to have a 
Merchants' Exchange established in Chicago similar to those 
exchanges in the older and larger cities of the East. Even at that 
early date the inhabitants of Chicago took great pride in their city, 
and had an unbounded faith in its possibilities. A call was at once 
issued for a meeting of the business men of the city for the forma- 
tion of a board of trade. 

Its beginnings were merely initiatory, having in view the 
development of this part of the country as forecast by the determined 
men who established this great commercial organization. At that 
time a constitution was adopted and a committee appointed to 
prepare by-laws, rules, regulations, etc. At a second meeting on 
the first Monday in April following, the report of the committee 
was adopted, and a general invitation was extended to merchants 
to meet daily at their rooms, that were rented for $110 per annum. 
Thomas Dyer was elected the first president of the board, Charles 
Walker, first vice-president, and John P. Chapin, second vice- 
president. It now became in a pronounced sense the headquarters 
of the people, not only commercially but in all matters affecting the 
public good. It was the one great rallying point in this western 
region on occasions when vital questions were discussed, and the 
common welfare considered. 
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Interesting and varied were the vicissitudes through which the 
board passed, which we have not space here to recount ; those that 
were for a brief time disheartening were overcome. The determina- 
tion of the merchants in this struggling yet growing and aspiring 
town, to found here a great metropolis and foster an enthusiastic 
public spirit, never for an instant faltered, and their" vision of 
Chicago's greatness throughout that pioneer and formative period 
was always undimmed. We are obliged to pass over in this article. 
the intensely interesting record of several years. In April, 1861, 
the thirteenth annual meeting of the board was held in its room 
on South Water street. Stephen Clary was president, Clinton 
Briggs, first vice-president, E. G. Wolcott, second vice-president, 
and Seth Catlin, secretary. The roll call contained the names of 
725 members. It was created a body politic and corporate, under 
the name and style of the "Board of Trade of the City of Chicago," 
by the General Assembly of the State of Illinois on the seventh 
day of March, A.D. 1859. 

The Objects of the Association 

The objects of the association as set forth by its high-minded 
and sagacious founders, are : 

To maintain a commercial exchange ; to promote uniformity in 
the customs and usages of merchants ; to inculcate principles of 
justice and equity in trade; to facilitate the speedy adjustment of 
business disputes ; to acquire and to disseminate valuable commercial 
and economic information ; and, generally to secure to its members 
the benefit of co-operation in the furtherance of their legitimate 
pursuits. 

Where, in all mercantile annals, can be found a more compact 
and excellent declaration of principles and practice in the conduct of 
business, and in the promotion of commerce in its broadest and 
most lofty conception? After an experience of more than half a 
century it is impossible to change it without marring it. By an 
unswerving adherence to these declarations and directions, the board 
will commend itself more and more to the market places of the 
world ; to all state legislatures ; to the public ; and to the Congress 
of the United States. This exchange derives its importance and its 
sustaining power chiefly from the grain crops of the United States, 
and from the immense number of animals, comprising hogs, sheep, 
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cattle, horses, mules and milch cows, raised on the farms of this 
resourceful country. 

The importance of the Board of Trade of the City of Chicago 
became more and more apparent as the commodities and products 
of the West multiplied, as the years went on. To indicate the 
growth of the business connected with the Chicago Board of Trade, 
and also the development of the immense territory tributary to 
Chicago, I would state that the quantity of flour shipped from 
Chicago in 1848 aggregated 45,200 barrels; in 1910, 7,038,351 
barrels. The quantity of wheat shipped in 1848 aggregated 
2,160,000 bushels; in 1910, 18,679,100 bushels. The quantity of 
corn shipped in 1848 was 550,460 bushels; in 1910, 78,623,100 
bushels; the quantity received, 102,592,850 bushels. Within the 
same period of time the shipment of oats increased from 65,280 
bushels to 77,890,100 bushels. The receipts of oats during the year 
1910, aggregated 101,859,000 bushels. The receipts of wheat, and 
of flour in its wheat equivalent, of corn, oats, rye and barley, during 
the year 1910, aggregated 294,858,724 bushels. The shipment of 
pork in 1853 aggregated about 18,000,000 pounds. Like shipments 
in 1910, about 600,000,000 pounds. The shipments of lard in 1853 
aggregated 1,847,852 pounds; the quantity shipped in 1910 aggre- 
gated 268,702,900 pounds. As indicating the growth of the trade in 
cattle and hogs, Chicago received in 1865, 339,000 head of cattle, 
and 750,000 head of hogs. In 1910, the receipts of cattle, aggregated 
3,052,958 head, and the receipts of hogs, 5,926,315 head. Total 
receipts of live stock, comprising cattle, calves, hogs, sheep and 
horses, at Chicago, during the year 1910, aggregated 14,452,490 
head, valued at $357,145,681; and from 1866 to 1910, inclusive, 
462,984,309 head, valued at $8,582,329,245. Prior to the year 1853, 
we possess no record exhibiting the volume of trade in pork, lard, 
butter or wool, but the increase in the actual transactions in these 
products is something marvelous. 

The statistical information comprised in the annual reports of 
the Chicago Board of Trade, not only relate directly to the trade 
of Chicago in grain, provisions, live stock, hay, flour, lumber, cured 
meats, dressed beef, butter, cheese, hides, grass seeds, etc., but also 
has reference to such commodities in other principal markets, both 
domestic and foreign. This varied official information essential 
to a comprehensive understanding of the scope and importance of 
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the business transacted and fostered under the rules of this associa- 
tion, is daily and hourly, and in many instances, instantaneously at 
the service of the members of the board to guide them to an 
intelligent conduct of their business, and to enable them to fully 
provide the producer with this great range of information, designed 
to aid him in intelligently marketing his products, and in instructing 
his commission merchant as to the conduct of consignments made 
to that commission merchant. Telegraphic facilities are also pro- 
vided for unhindered and prompt communication with shippers, 
with customers, with purchasers and with consumers. Representa- 
tives of the press have constant, unhindered access to all this infor- 
mation in order that the public may be kept fully informed regarding 
values, and the general movement of merchandise dealt in by 
members of the board. 

No commercial or financial annual statement can be a complete, 
and an intelligent one, without an official knowledge of the volume 
and farm value of the chief .agricultural crops which constitute the 
basis of the nation's prosperity. Much minute care is bestowed 
upon these compilations. Their relation to our financial and com- 
mercial affairs is an intimate and a vital one. They disclose the 
source of our national wealth ; the energy, enterprise and character 
of our farming population. They set forth not only the inducements 
which our western states present for the investment of capital, but 
inducements to the worthy and ambitious to make their homes where 
Nature lavishes her rewards upon those who with honest and 
industrious effort seek her favors. 

The full significance of this showing no one can fully compre- 
hend, save the careful and observant student of political economy. 
It is being realized as never before, that the farmer is the true 
wealth-producer ; the fruits of his toil sustain our commercial and 
industrial life, and in a far-reaching and profound sense furnish the 
vitalizing forces of our national progress. 

The volume and value of the chief grain crops of the West fix 
rates of interest, determine to a large extent rates of transportation 
and the volume of interstate commerce; they measure the extent 
of credits given by merchants and bankers, and place a proper value 
on all kinds of collaterals ; in fact, directly and indirectly, the crops 
of the Mississippi Valley affect every financial and industrial interest 
from one end of the land to the other. In this constant and vital 
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relationship the Chicago Board of Trade occupies a pre-eminent 
position. The Chicago Board of Trade is the grain and provision 
clearing house of the world. It stands between the producer on 
the one hand, and the consumer throughout the civilized world, on 
the other. Behind the multiplicity of its transactions are not only 
our own chief grain crops, but those of other surplus grain pro- 
ducing countries. On the bulletin of this exchange is posted the 
price of wheat, maize, oats, provisions, etc., in every considerable 
market throughout the world. This information with absolutely no 
restriction, and free of cost to the public, is sent broadcast for the 
benefit of producer, consumer, buyer and seller alike, without preju- 
dice and without partiality. 

No other department of business conducted so openly, so abso- 
lutely above board, and so directly with reference to the common 
welfare. No department of business is so free from restraint of 
trade. It has no monopolistic feature whatever, and permits the 
unhindered and healthful play of the forces of competition. It has 
no credit system. Cash attends the consummation of every trade, 
and in the event of sales for delivery at a future time, our rules 
provide that ample security may be obtained to protect the buyer 
or seller as the case may be. The breadth and activity of our market 
give to registered warehouse receipts, protected by law, a convertible 
and instantaneous value as collateral security. This system with 
all its safeguards, besides providing an economical and safe mar- 
keting of the products of the farm, primarily for the benefit of the 
producer, safely employs an enormous amount of funds seeking 
investment by our great moneyed institutions. Call loans made on 
these warehouse receipts, fortified by the state statutes, and recog- 
nized by the rules of this board, are most desirable, and are so 
regarded by our national banks. No business is more legitimate ; 
no business is more conservative; no business is more vitally allied 
to the varied industries and commerce of our city; no business is 
more imbedded in honor, or intrenched in the soundness of a 
contract than the business conducted under the rules of this organi- 
zation. No contract, either written or oral, is more binding than 
the contracts to which a member of this association is a party. No 
informality, no absence of legal technicalities, will avail under our 
rules to absolve a member from an undeviating compliance with 
every term and every feature of his business obligation. Every 
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pretext for the avoidance of such obligation is brushed aside by a 
jury, not of a court, but of business men — his peers— and is not 
permitted to obscure the spirit and intent of his promises, or to 
release him from his proper responsibility as a man and as a 
merchant. 



Buying and Selling for Future Delivery 

There seems to be a general and widespread disposition to 
criticise" business methods throughout the realm of financial and 
commercial activity. I by no means deprecate such criticism. I 
rejoice in all that has been done in the purification of corporations, 
and for insistence upon individual integrity, and lofty and loyal 
citizenship among all classes. No man shall be exempt from the 
consequences of wrong-doing; and those who are charged with 
great responsibilities and are in positions of trust, and who in a 
special sense enjoy public confidence, are held and must be held to 
strictest accountability. The laws which are made for the public 
welfare and to which individual liberty must always be subordinated, 
must be obeyed; the very least must feel their care, while the 
greatest should not be exempt from their power. 

The system of buying and selling for future delivery, as ap- 
plied especially to grain, and as practiced upon and safeguarded 
by the rules of the grain exchanges located in our great primary 
markets, is much discussed, and there is more or less misunder- 
standing regarding the same. This system was devised solely in 
the interest of the farmer and interior grain buyer. It is not a 
scheme that in any sense was forced upon the country; it was 
framed in response to the urgent demand of the farmer, merchant 
and banker throughout the Mississippi Valley; it provides for the 
economical marketing of the chief grain crops of the West; it 
creates and maintains a broad, active and constant market for the 
sale of grain and provisions, independent of an immediate, actual, 
existing, consumptive demand ; it was an evolution, and grew 
naturally, gradually and inevitably out of the pressing necessities 
arising from the rapid growth of a vast fertile area, whose teeming 
products awaited facilities for ready and constant sale, at prices 
just to seller and buyer, to producer and consumer alike ; and with- 
out any unfair advantage to either the capitalist or merchant on the 

(514) 



Board of Trade of the City of Chicago 197 

one hand, or the farmer or country dealer on the other ; it provides 
for the constant conversion into cash, at fair prices, of an enormous 
yield, chiefly comprising grain and hog products, regardless of the 
volume offered. It provides the agriculturist with ready money, 
which in turn finds its way through the country stores to wholesale 
merchants in great centers of trade, and, more than any other 
measure, keeps the complicated machinery of business in harmonious 
activity. This ready money circulates without interruption through 
the arteries of our far-reaching commercial and industrial life, 
sustaining, in a large degree, our wholesale trade in all departments 
of business. 

This system brings to the knowledge of the grain dealer and 
farmer all facts which are necessary for them to know, in order 
to arrive at the intrinsic value of their grain, as measured by the 
supply, and the whole supply, the demand, and the whole demand, 
the world over and the year through. At the time of harvest when 
receipts are inevitably larger than the consumptive or ordinary 
demand, without this system the seller would be at the mercy 
of the capitalistic buyer. This is too manifest to require argument. 
The system for buying and selling for future delivery steps in at 
this juncture, and says to the monopolist and capitalist, keep your 
hands off; you shall not take advantage to the detriment of the 
producer, of exceptional conditions. By means of this system, the 
supply in excess of the existing consumptive demand is carried for- 
ward until wanted by the consumer, and consequently, is rescued 
from the domination of abnormal and temporary market influences. 
Under its operation, all information concerning the movement of 
grain, and of the markets of the world, is placed without discrimina- 
tion at the service of the public. It is in the interest of the general 
prosperity, and of the common commercial welfare. It is an abso- 
lute economic necessity. 

In the administration of this system, boards of trade stand for 
equity, and gather for both buyer and seller that great fund of 
official information from all quarters of the world, without which 
unstable prices and violent fluctuations would seriously and perhaps 
disastrously disturb widespread and salutary conditions. Under its 
operation the prospective demand is brought to the farmer's door 
as a present and an actual one ; likewise the prospective supply is 
brought into the market as a present factor, which, with the pros- 
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pective demand, fixes the proper and intrinsic values of the chief 
grain crops. All this information reflects the judgment upon the 
business outlook of the great merchants of the world, whose mani- 
fold and important interests compel them to a studious consideration 
of the world's food supply and of the world's food requirements. 

The only option feature in the system is the right to deliver at 
any time during the month for which the sale was made, the 
obligation all the while existing to deliver the actual property sold 
during the month when it was agreed to make the delivery of such 
property. 

A feature of this business, which is an important one in this 
discussion, as it bears upon a criticism frequently heard, is that the 
aggregate sales of grain per annum, for instance in the Chicago 
market, are largely in excess of the volume of the annual receipts. 
To explain : In all the great grain producing states from Minnesota 
on the north to Kansas, and indeed to the Gulf, are located a large 
number of elevators in which are stored thousands, and hundreds of 
thousands, of bushels of grain "hedged" in Chicago; that is, sold 
for delivery during a future month, at a price that affords the 
merchant a reasonable profit. Some of that grain is shipped to 
Chicago in the fulfillment of sales, but much of it is sent elsewhere 
as the demand and the condition of markets may bring such a 
disposition about. For instance, grain in Kansas may be shipped on 
a sale to Newport News, or Baltimore, or Philadelphia, or New 
Orleans ; that grain being all the time sold in the Chicago market 
for future delivery, is bought in on that market as fast as sold and 
shipped elsewhere, in order to keep the accounts square and to 
insure against loss, and to have the -sale for future delivery corre- 
spond in volume to the aggregate quantity of grain on hand and 
not sold. 

Again, the European buyer, or importer, purchases enormous 
quantities of grain in American markets. He wishes to avoid all 
risks, and to keep himself protected against loss on those purchases 
between the time of such purchases and the time of their arrival at 
port of destination ; therefore, he sells a corresponding quantity on 
the Chicago market for delivery during a future month, at relatively 
the same prices which he paid for the grain. When the European 
importer receives his grain if the market has declined he makes on 
his sale in Chicago from the same volume of grain purchased, what 
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he lost on his shipment at the time of the arrival of that shipment 
at destination. If, on the other hand, he loses by the advance in 
the market on his Chicago short sale, he makes up that loss in the 
corresponding advance realized on his shipments at port of arrival. 

We might multiply these instances indefinitely. It may, how- 
ever, be easily perceived how extensive, how far-reaching such 
transactions are; and moreover, that they are of a perfectly legiti- 
mate and conservative character, and of incalculable value to the 
agriculturist, merchant and banker. 

To illustrate once more: A miller in Glasgow purchased 
100,000 bushels of wheat in San Francisco. Glasgow is a four or 
five months' voyage from San Francisco. The miller does not wish 
to assume any risk in the transaction ; he is content with the ordi- 
nary, reasonable millers' profit, consequently he sells 100,000 bushels 
in the Chicago market, that being the great central grain market of 
the world, at relatively the same price which he paid for his grain 
in San Francisco. When the grain arrives at Glasgow, if the 
market has declined, he makes a profit on his sale in Chicago equal 
to that decline ; if, on the other hand, the market has advanced, he 
makes on his shipment at the time it arrives in Glasgow, the amount 
of the loss which he sustains on his short sale in the Chicago market. 

Again, the miller in this country "hedges" his purchase in a 
great central market, protects himself absolutely against loss, and 
is assured of a reasonable milling profit on his flour. By this means 
he avoids speculation, uncertainty and risk. When he makes a 
sale of his product, he buys in its equivalent in wheat of the quantity 
embraced in his original short sale, and is always enabled to sell 
his flour at the current market price and at a reasonable profit ; thus 
he pursues the even tenor of his way. 

I need not dwell in detail upon the important and vital relation 
which this system sustains to the miller, merchant and banker, and 
to the great lines of transportation, both by water and by rail. 

The Supreme Court of the United States in an opinion delivered 
by Mr. Justice Holmes, says : "When the Chicago Board of Trade 
was incorporated, we cannot doubt that it was expected to afford a 
market for future as well as present sales, with the necessary inci- 
dents of such a market, and while the State of Illinois allows that 
charter to stand, we cannot believe that the pits merely as places 
where future sales are made, are forbidden by the law. 
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"Of course; in a modern market contracts are not confined to 
sales for immediate delivery. People will endeavor to forecast the 
future and to make agreements according to their prophecy. Specu- 
lation of this kind by competent men is the self-adjustment of 
society to the probable. Its value is well-known as a means of 
avoiding or mitigating catastrophes, equalizing prices and providing 
for periods of want. It is true that the success of the strong induces 
imitation by the weak, and that incompetent persons bring them- 
selves to ruin by undertaking to speculate in their turn. But 
legislatures and courts generally have recognized that the natural 
evolutions of a complex society are to be touched only with a very 
cautious hand, and that such coarse attempts at a remedy for the 
waste incident to every social function as a simple prohibition and 
laws to stop its being are harmful and vain." 

Judge McPherson, of the United States Circuit Court, says: 
"The law of contract, the right of contract, is one of the greatest 
rights that we have in this country. It is a great constitutional 
right, and the words referred to in our constitution, where we are all 
given the right of liberty, do not mean, simply keeping out of jail. 
Another kind of liberty is just as sacred as keeping out of jail, and 
that is the liberty to make contracts just as we please. I have the 
right to make any kind of contract with you men, about anything, 
with such exceptions as are for the public good. No man has the 
right to make a law that I shall not purchase real estate or buy 
wheat; not only that, but I have the right to make contracts for 
future transactions and just as legitimately as contracts for imme- 
diate execution. You can see that we could not do business in this 
country if we were limited to making contracts for immediate 
consumption. I have a perfect right to go out into the country and 
buy hogs, grain or cattle, to be delivered to me next week or next 
month or next year, and that is a valid contract and a right that can 
never be taken away from me. 

"It is just as legitimate to make a contract for the future 
delivery of grain, buying or selling, as it is to get it at once. I 
suppose the largest part of the grain contracted for in Iowa by 
grain dealers, is to be delivered some time in the future to cattle 
feeders ; they want it the next month or the next spring, at a 
stipulated price. 

"There are thousands of transactions in grain and live stock 
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where the sellers do not have the grain or stock; they expect to 
go into the market and buy it." 

Speculation 

Hon. Emery A. Storrs says: "That there are speculative 
operations in grain and provisions, no one will undertake to deny, 
but so long as the nature of man remains what it is, and what it 
always has been, enterprises more or less speculative will char- 
acterize the commerce and trade of the world. It occurred many 
years ago to Lord Kenyon, who was a great man within a certain 
judicial range, that he could regulate by judicial decision the cur- 
rents of trade. He conceived that buying grain and breadstuff's, 
and holding them for a rise for speculative purposes, was against 
public policy, and immoral, and he, therefore, as Chief Justice of 
the King's Bench, adjudged all such transactions void. But the 
King's Bench, with all its judicial terrors, might as well have under- 
taken to change the course of seasons as to have checked enterprises 
of a speculative character in breadstuffs, and such a clamor was 
raised about the ears of Lord Chief Justice Kenyon, that it was 
not long before his decisions were relegated to the limbo of over- 
ruled cases, and are quoted to-day, not as authority, but as demon- 
strating how far and how absurdly wrong even a great judge may 
possibly go." 

The prejudice against buying and selling grain is of an exceed- 
ingly ancient origin ; so violent and ridiculous was that prejudice, 
that having corn with intent to sell it again in the same market, 
was forbidden by law. By the statutes 5 and 6, Edward VI, it was 
enacted that, "Whosoever shall buy corn or grain with intent to sell 
it again shall be reputed an unlawful engrosser and shall, for the 
first fault^suffer two months' imprisonment, and forfeit the value 
of the corn ; for the second, suffer six months' imprisonment and 
forfeit double the value ; and for the third, be set in the pillory and 
suffer imprisonment during the King's pleasure and forfeit all his 
goods and chattels." In the year 1800 an individual by the name 
of Rusby, was indicted at common law, and convicted of the 
imaginary crime of regrating; that is, selling a quantity of corn in 
the same market in which he had purchased it at an advance of two 
shillings a quarter. 

That the agencies and facilities afforded by the great grain 
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exchanges of the country are, in exceptional instances, misunder- 
stood and used for illegitimate business, is not denied, any more 
than is doubted that they promote the general prosperity and are 
indispensable to the development of the country. A perversion of 
privilege attends all institutions and professions, and can not be 
wholly eradicated by laws and regulations; it must be destroyed 
by the cultivation of lofty mercantile principles, and by their wide- 
spread recognition. Happily, such principles are becoming more and 
more prevalent. While it is true that traders in all departments of 
business indulge in speculation to an extent not warranted by their 
financial strength, it is too lata, in view of what has been accom- 
plished, to condemn speculation, in its proper sense, as an element 
in mercantile life. It has uncovered resources ; it has stimulated a 
laudable enterprise ; it has created values ; it has quickened industry ; 
conserved individual capacities ; promoted intelligence ; awakened 
ambition ; augmented the comforts of life. It is aggressive, 
courageous, intelligent, and belongs to the strongest and ablest of 
the race; it grapples undismayed with possibilities; it founded 
Chicago ; it rebuilt a great city upon smouldering ruins, and impels 
it in the march of progress. Whenever this kind of speculation is 
denounced, it is misunderstood, and it is often decried by those 
who unconsciously share its benefactions. 

An investment of money made upon a blind chance is wholly 
pernicious, and defies every principle of mercantile honor, as well 
as the laws of the land. Frowning upon such methods and motives, 
this board is opposed to illegitimate business in every form, and is 
especially emphatic and pronounced in its rules and proceedings, 
against engaging in transactions where the delivering and receiving 
of merchandise are not absolutely and unconditionally required. 

Bucket-Shops 
A bucket-shop is a pretense ; it pretends to transact business, 
when, in fact, it exercises no commercial function and is devoid of 
every commercial feature. It is a deliberately premeditated, organ- 
ized fraud. It charges for its service when no service is performed. 
It merely weaves its web and watches for its victims ; it is a 
gambling contrivance pure and simple. It is thoroughly demor- 
alizing to industrial and mercantile life. It pollutes everything it 
touches and taints everybody with whom it is in any manner identi- 
fied. It is insidiously pernicious and undermining, and is at war 
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with every legitimate industry and every principle of mercantile 
life. It is a scheme for betting upon quotations under the flimsy 
guise of commercial transactions. 

A bucket-shop takes one side of the bet and its customer the 
other side. If the customer wins, the bucket-shop must lose. If the 
bucket-shop makes money, it must follow that the customers lose 
money. To put it in another way, it is for the interest of the 
bucket-shop proprietor that his customers lose money. It is for the 
interest of legitimate merchants that their customers make money. 
The profits of the bucket-shop are derived from the losses of their 
infatuated customers. The impoverishment of their customers 
means the wealth of the bucket-shop; and yet, strange to say, 
knowing this, their patrons eagerly enter the unequal contest. 

The bucket-shop bears the same relations to legitimate commer- 
cial bodies that a counterfeit bears to a genuine United States note. 
The bucket-shop is an unmixed evil. Any transaction entered into 
by any member of this board which contains either directly or 
indirectly any "bucket-shop" feature, or even a suggestion of dealing 
in differences in the fluctuations in the market price of any com- 
modity, or corporate stock, without a bona fide purchase or sale of 
the article for an actual delivery, is imperatively and expressly 
prohibited. 

Short-Selling 

Experience corroborates and emphasizes the doctrine laid down 
by John Stuart Mill, viz. : 

"When speculation in a commodity proves profitable, it is 
because in the interval between buying and re-selling the price rises 
from some cause independent of the speculators, their only connec- 
tion with it consisting in having foreseen it." The converse of this 
is also true, that when speculation in a commodity proves profitable 
to the short seller, it is because in the interval between selling for 
delivery at a future time, and buying in order to make that delivery, 
the price declines from some cause independent of the speculators, 
their only connection with that decline consisting in having foreseen 
it, and in having exercised a sagacity, intelligence and courage with 
reference to it not exercised by the majority of their fellows. 
Speculators do not in any sense hold in abeyance the governing law 
of supply and demand, much less annul it. The law is irresistible 
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and if they are not conforming to its mandates, they must succumb 
and pay the penalty. 

No man, no edict of a tribunal, legislative or judicial, can pre- 
vent one man from stipulating with another to deliver a bushel of 
wheat, a pound of sugar, a bag of gold, or any other article, at 
an agreed price, upon a certain date, or during a specified month; 
nor can any power exempt a seller from liability for the non- 
fulfillment of the terms of any such stipulation. The right to make 
such a contract is an inalienable one. A man possesses the right to 
agree to deliver any property at such time and price as may be 
agreed upon, whether at the time of making such agreement he is 
in possession of the property or not, and whether or not he has 
bought such property under the same terms which attach to his own 
sale of such property; that property may be wheat, a house, an 
engine, a railway car, a government building, or any other kind of 
property. The buyer and seller must not be interfered with except 
when the seller refuses to deliver, or the buyer refuses to pay, 
according to the terms of the contract. Under no other conditions 
than these can they be interfered with. Into the domain of indi- 
vidual and commercial constitutional rights, restrictive law shall not 
enter. 

Professor Emery, of Yale, says : "It should hardly be necessary 
to prove that 'short-selling' is an entirely honorable and absolutely 
necessary practice. It is strange, however, that even in fairly 
intelligent publications we should so frequently see the statement 
that 'it is wrong to sell something which the seller does not own.' 
As a matter of fact, this is a most common practice in all lines of 
business. The manufacturer sells goods before he has produced 
them, the builder contracts to deliver a house at a certain date which 
he not only does not possess, but for which he has not even bought 
the raw materials or hired the labor. The clergyman contracts to 
deliver the sermon for a price, although the sermon has not been 
written. If contracts for future delivery were to be limited in all 
cases to delivery of things already in possession of the contracting 
party, business would be hampered in a thousand different ways. 
There is absolutely no reason why a wheat dealer or a flour dealer 
should not make a contract for the delivery of his commodity three 
months from date, knowing perfectly well that he can fulfill the 
contract by securing the necessary article. To call this ethically 
wrong is simply ridiculous." 
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Point me to any institution or department of business that more 
zealously and honorably promotes the common commercial and 
industrial welfare than does the Chicago Board of Trade. The part 
which boards of trade play in the process of universal enlighten- 
ment is profoundly impressive, and their effect upon the development 
of this country and in sustaining its industries was never more 
apparent than at this time. Boards of trade marshal the forces of 
individual capacity, the resources of the field, and of the mine ; they 
call forth for the common good the latent forces of mind and of 
matter, and are constantly creating facilities for the saving of time, 
for reducing expenses in the distribution of merchandise, and mini- 
mizing risks of business transactions. They study and solve the 
problems which a keen and educated competition presents. They 
take a wide outlook in carrying out their purposes, and keep in view 
not one market, nor one state, nor one country, but plan and legislate 
for a world-wide commerce. 

The record of this organization for more than sixty years is 
completed, and within its pages may be found facts presenting con- 
trasts more startling than are found in tales of romance. No 
prophet flourishing during the period of its formation and early 
history would have ventured to predict the marvelous development 
which the statistics published in the annual reports of the Chicago 
Board of Trade disclose, and no imagination of to-day can compass 
the magnitude of the record as it shall be made up even a 
generation hence. 
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THE NEW YORK PRODUCE EXCHANGE 



By E. R. Carhart, 
President of the New York Produce Exchange. 



A history of the New York Produce Exchange as a chapter 
in an economic study of the produce markets of the country 
involves far more than the mere story of an individual trade 
organization. In connection with its legitimate ancestry it may 
be noted that it is easily the oldest commercial institution on the 
American continent; its history is wrapped up in the history of 
the agricultural trade of New York, having its beginnings away 
back in the days of Dutch occupation, when trading in wheat by 
cargoes at a price per bushel was inaugurated. In such a paper 
as this, however, which must necessarily be brief, and which has 
to do in the main with the exchange as an exchange, we must 
content ourselves with only a very general statement so far as trade 
history is concerned. 

In 1626 the Arms of Amsterdam carried the news to Holland 
that Peter Minuet, as director-general of New Netherland, had 
made formal purchase of the island for sixty guilders, or about 
twenty-four dollars of our currency. She carried a cargo of eight 
thousand beaver and other skins, as well as oak and hickory timbers. 
It is also a matter of record that in 1643, three large vessels arrived 
at New Amsterdam from the West Indies to take on cargoes of 
wheat, and thus began the commerce of America, illustrating in its 
beginning the general characteristics of its after history, and also 
the rapidity with which the fruit of the field followed and displaced 
the spoil of the forest. From the day when trade was an ever- 
unfolding romance down to the present when trade has become a 
fixed science, New York has been the gateway of American com- 
merce. Her natural advantages gave her easy ascendancy over all 
her competitors, and it is interesting to note the part these advan- 
tages have played in the development, not only of the trade of 
New York, but of the commerce of the country itself and the 
history of the nation as well. Its magnificent harbor, capable of 
sheltering the commerce of a continent, has of course always been 
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the chief factor in the development of the trade of New York. It 
not only allured to its shores the trade of the outside world, but it 
enabled the little colony to utilize its other natural advantages at a 
time when those advantages meant much more than they now do. 
Its great harbor, together with its situation at the entrance to 
Long Island Sound, gave it an entry to the most fertile and easily 
developed part of New England; its location at the mouth of a 
navigable river penetrating one hundred and fifty miles into the 
interior, offering at several places in its course easy access to the 
cross-country and having at its head a rich country easily cleared 
and developed, opened a pass at almost tide level clear across the 
state to the Great Lakes and so on to the Far West; all these 
advantages made New York the natural center for the immense 
volume of trade which early began to flow back to it through these 
channels. 

In 1678 Governor Andros reports that "Our produce is land 
provisions of all sorts, as of wheate exported yearly about 60,000 
bushels, pease, beefe, pork, and some fish, tobacco, etc." 

In 1774, according to Governor Tryon, the exports to Great 
Britain amounted to 160,000 pounds sterling, and consisted of 
"wheat, Indian corn, oats, rye, peas, barley, buckwheat, live-stock, 
timber and lumber, flour, pork, beef, etc." 

These reports indicate exactly the character of New York's 
early trade, and were the story continued in detail year by year, it 
would simply be told in the same terms but in larger figures, until 
the day when the products of mine and factory were added to those 
of forest and farm. 

Confining our study entirely to the agricultural trade of New 
York, we find that New York soon had added to her natural 
advantages other advantages almost as powerful in their deter- 
mining influence on the trade of the country in favor of the 
metropolis. We need mention but two of these : First, New York 
became the financial center of the country; she had control of 
resources that enabled her to make immediate advances on all 
produce seeking its ultimate market through her. And, second, 
the completion in 1825 of the Erie Canal. 

Soon after the canal was completed and in actual use there 
began that great demand for American foodstuffs which resulted 
in the development of extensive milling interests, the building up 
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of a fast clipper service between New York and Europe, and all 
the wonders that accompanied the growth and development of 
American agriculture. 

Looking at trade history from the standpoint of the produce 
markets of the country, there began at this time a period of 
uninterrupted progress and development lasting for over fifty years. 
It was a period of intense activity, of almost superhuman endeavor, 
of colossal enterprise, and of constant adjustment and readjustment 
to the needs of enlarging trade ; and during the whole period New 
York proudly maintained her supremacy. She was aided in this by 
the advantages already referred to. The open line of communica- 
tion through her port with every part of the world, and her ability 
to finance the movement of the crops of the country, gave her easy 
ascendancy in the grain trade, and made her master of the flour 
and provision trades. 

The provision trade illustrates the situation. There were 
scattered all through the West packing houses whose operations 
were confined mainly to the "packing season" beginning November 
ist and ending March 1st, during which period all products had 
to be put down in cure in order to be "regular" for delivery. These 
houses depended upon the surrounding territory for their supply 
of live-stock and constituted the natural market for that live-stock. 
The result of their operations was the accumulation by the end of 
the '^packing season" of practically the full supply of pork, beef 
and lard for the year. This product gradually found its way to 
the markets, and New York obtained the principal share. Great 
quantities were shipped in and stored in the great provision inspec- 
tion yards of New York conducted under rules of the New York 
Produce Exchange, where it remained until started on its final 
journey to the consumer. Some of this product was shipped in for 
delivery on sales made in advance of its packing, which fact made 
its packing possible ; and some of it on consignment for storage, in 
order that it might be where it could be well cared for and easily 
financed, and where quick advantage could be taken of favorable 
market conditions. It all formed the basis of the trading on the 
exchange. The period, as a whole, developed the produce exchanges 
of the country as we now have them, and before its close they 
had become what they have always remained — the great clearing- 
houses of commerce. 
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In the eighties, however, the commerce of New York began to 
feel the effect of the great economic and industrial changes that 
were taking place throughout the country. These changes revolu- 
tionized trade everywhere, and in no place more than in New York. 
The advent of steam on the ocean; the extension of railroads on 
the land; improved financial conditions and facilities throughout 
the country; refrigeration and the introduction of the refrigerator 
car; the use of the telephone; the growth of the great milling and 
packing-house corporations, with their immense capital, splendid 
organization and extensive sales and distributive departments — all 
contributed toward the revolution in trade methods, and resulted 
in opening up many new channels for the steadily enlarging trade 
of the country. 

The exchanges of the country, as trade centers, were materially 
affected by the new order of things. Some of the changes were 
fundamental, and affected them all alike, while others affected them 
favorably or unfavorably according to their location and to the 
nature of the business transacted on their floors. To New York 
it all meant an active fight to hold the trade that formerly came to 
her without an effort on her part. Other ports began actively to 
compete for a share of her export trade. Western states began to 
assert themselves as trading centers. Canada became a formidable 
competitor. And, to cap it all, the railroads, pushed to the limit 
of their capacity by the enormous export trade of New York and 
by the demands of her constantly enlarging local business, sought 
to divert some of her heavy export traffic by establishing differential 
rates against her in favor of other cities where it could be handled 
at less expense to themselves, and with less interference with high- 
class freights. The result has been that while New York still 
remains the great center of international trade, she has not made 
the relative trade gains that other ports have in those articles named 
by Governor Try on in 1774. Nor is this all. In some articles, 
principally those in which the products of the farm have been 
processed or manufactured, such as flour and provisions, New 
York has lost her importance as a trading center, having become 
to a large degree a point of transfer on through shipments. She 
has thus held her traffic, but has lost her trade. On the other hand, 
her own home trade has increased enormously. Looking at the 
magnificent city of to-day, with its millions of people whose needs 
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form the basis of a trade so vast as to make it the object of rivalry 
on the part of the nations of the earth, it is difficult to realize that 
less than seventy years ago a ship sailing from its port for Liverpool 
with a cargo of ten thousand barrels of flour marked an epoch in 
the history of American trade. New York City's consumption of 
flour now amounts in one day to more than that whole cargo, while 
the metropolitan community, of which the city proper is only a 
part, consumes each day almost two such cargoes. For the year 
ending June 30, 191 1, the total exports of flour from the port of 
New York, reduced to barrels, amounted to 3,446,616 barrels. It is 
estimated that New York City proper consumed over 4,000,000 
barrels in the same period of time. For the same year the total 
exports of flour from all Atlantic ports amounted to 7,400,282 
barrels. According to estimates, what is known as the metropolitan 
district consumed nearly, if not quite, 7,000,000 barrels. These 
figures will give some idea of what New York's own trade means 
to its mercantile community. 

As another offset against the losses mentioned, new trades and 
interests are constantly developing throughout the country, and 
when they reach a state of importance they seek a place on the 
exchanges. The chief example we have of this in New York is the 
cotton seed oil trade. The production of cotton seed oil for the 
year 1910 amounted to 167,970,000 gallons. New York has become 
the primary market of the cotton seed oil industry, and prices of 
cotton seed oil everywhere are based upon the quotations resulting 
from trading therein on the floor of her exchange. 

This brief outline of trade history will give some slight concep- 
tion of the general conditions out of which the New York Produce 
Exchange sprung into existence, and under which it has maintained 
itself and carried on its work. It really constitutes an outlined 
history of the exchange itself — aside, of course, from its organiza- 
tional life. 

Exchanges such as the New York Produce Exchange are 
merely organized trade. They are not organized for the purpose 
of making money. They, as institutions, have nothing to do with 
the making of prices of commodities dealt in on their floors. They 
are simply organized market-places. By gathering the latest 
information of trade interest, they simply enable their members to 
come to a quick decision as to what prices ought to be, and, by 
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disseminating that information abroad, perform a like service for 
the general public. The result is that their quotations, which are 
simply a record of trades made, represent the average opinion of 
all those interested in a given article as to what the value of that 
article really is at the time the trade is made. They do not control 
trade. They regulate it, being trade's own self-imposed check upon 
itself, in order to prevent congestion and chaos. Such exchanges 
are never organized in any community in advance of the coming 
of trade, for the purpose of developing trade. They are the out- 
come of trade itself, and trade conditions write their history. This 
all holds good of the New York Produce Exchange. Descended 
from a long line of market-places, a trade ancestry of two hun- 
dred and fifty years is proudly claimed for it. The record of 
direct succession is not perfect, and might easily be disputed, but 
from the standpoint of the efforts of trade to meet changing con- 
ditions with facilities for the care of new needs thus created, the 
claim is fully substantiated. 

The first depot, or market-place, in New Amsterdam was 
located in the "Company's Stores." These stores were erected in 
the early days of the colony, and occupied a part of the site of the 
present produce exchange building. They stood facing Fort 
Amsterdam, with an open space about one hundred feet wide 
between. This space ran about parallel with Whitehall Street, and 
was used as a public market field or place. From it the little alley 
known as Marketfield Street, closed in part by the erection of the 
produce exchange building, took its name. 

In 1658 a market-place was built in front of the fort, on the 
present site of Bowling Green, in front of the present exchange. 
This was known as the "Broadway Shambles," and was used as a 
market-place until 1707, when it was removed — only to be restored 
again, however, in 1720, when it was ordered that "The old market- 
place in the Broadway be and is hereby held as a public market- 
place until further notice." 

In 1656, at the "Strand," on the site of the old building of the 
produce exchange, on the east side of Pearl Street, between Moore 
and Whitehall Streets, then the water front, a market was estab- 
lished. For it, in 1675, the High Court of Assize ordered that a 
"fitt house be built." This market was known as the "Custom 
House Bridge" market. It did not have a very long life, for in 
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May, 1684, it moved to the market-field at Bowling Green. Two 
hundred years later, almost to a day, in May, 1884, the New 
York Produce Exchange made the same move, leaving its old 
building on the site of the Custom House Bridge market for its 
new building on the site of the old market-field. These markets, 
however, did not in any way take to themselves the character of 
an exchange. The market-field was the general meat market and 
assembly place, and the Strand was the meeting place for country 
wagons. They serve to identify the site of the present exchange 
with the early traditions of the trade of New York, but that 
is all. 

The first building known as an exchange was erected in 1690-91 
at the foot of Broad Street, to which place the scene of water front 
activity was shifted from the Strand at the foot of Whitehall 
Street. This building was first erected as a Shambles, but with 
the closing and moving of the other markets became the resort of 
all sorts of traders, and gradually became known as "The 
Exchange." This was followed by the erection in 1752, on the 
same site, of a much more pretentious structure known as the 
Royal Exchange, and sometimes called the Merchants' Exchange. 
In connection with the erection of this building the city records 
of 1752 contain the following: 

Whereas, Several gentlemen, in this city, having voluntarily subscribed 
toward the erection of an exchange, at the lower end of Broad Street, near 
the Long Bridge, Mr. John Watts appeared before the board with a plan 
thereof, and desire their approbation, to which plan they unanimously agreed, 
and for the encouragement of so laudable an undertaking, voted that Mr. 
Mayor issue his warrant to the treasurer to pay one hundred pounds toward 
carrying on the work on said building. (Valentine's Manual, 1858.) 

This exchange was a general exchange for all comrnpdities, 
foodstuffs included, as was the old market house which preceded it. 

Previous to the erection of the Royal Exchange, however, 
there was erected a little shed at the foot of Wall Street, known as 
the Meal Market. This was the first real grain exchange or 
market in New York. The corporation records of June, 1727, refer 
to it as follows: 

It is ordained that the market house at the lower end of Wall Street is 
appointed for the sale of all sorts of grain, corn and meal, and none of such 
articles are to be sold in public market at any other place. 
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This establishes it as an official grain exchange, and as the 
direct pioneer of the present exchange. It continued in active 
existence until 1762, when its business scattered to the Royal, 
or Merchants', Exchange, the Broadway Market, and to the various 
assembly places on Wall Street, which had even at that time 
assumed its character as the financial center of the city. 

The exciting political events of the period, together with the 
Revolutionary War, had much to do with the making of trade 
history in New York. The Royal Exchange and the Meal Market 
passed out of existence. In their place came the Wall Street 
Coffee Houses, the Merchants' Coffee House first, then the Down- 
town Coffee House, in which the commercial exchange met. The 
coffee house system had its origin in private enterprise, as well 
as public need. The idea was not at all new, for even the Royal 
Exchange had its coffee room upstairs. 

More room was soon needed, and a more perfect organization 
demanded, and in 1825 the erection of a building for the Mer- 
chants' Exchange was begun. This building was finished in 1827, 
and next to the City Hall was the most imposing and costly building 
in the city. It was destroyed by fire in 1835, but was immediately 
rebuilt. In its later years it became the United States Custom 
House, and now, remodeled, is occupied by the National City Bank. 
The new building had a frontage of 200 feet on Wall Street, a 
depth of 160 feet on Hanover Street and William Street, and was 
seventy-seven feet high. Its rotunda had a height of eighty feet, 
and the dome was "supported on eight pilasters of fine variegated 
Italian marble." New York always took a pride in its classical 
front of eighteen Doric columns of Quincy granite, each thirty-eight 
feet high and four and a half feet in diameter. As an illustration 
of how deep that pride was, we have only to note that these columns 
have all been preserved in the new building of the National 
City Bank. 

The merchants' exchange was a general commercial center and 
embraced all branches of trade. Merchants in all lines of commerce 
met here daily to consider questions incident to their trade, gather 
the latest news and transact their business. The grain merchants 
met in this exchange every day at two o'clock. The center of the 
flour and grain trades, however, remained at the corner of Broad 
and South Streets, where the flour men met daily on the sidewalk 
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for the transaction of business before assembling at the regular 
exchange. It was at this time that the great European demand for 
American foodstuffs set in and business began to grow with leaps 
and bounds. It was not long before the South Street merchants 
became tired of the journey to Wall Street for the nominal settle- 
ment of contracts already entered into, and out of the sidewalk 
gathering there was organized in 1852 the New York Corn 
Exchange. This exchange was chartered in 1853 and leased the 
store at No. 16 South Street. It soon became crowded for room 
and leased other adjoining property until it had control of two 
buildings on South Street and two buildings on Broad Street, out 
of which a single "L" shaped room was created for exchange needs. 

But makeshifts would not suffice for growing needs, and in 
i860 out of the members of the corn exchange there was formed a 
corporation known as the "New York Produce Exchange Com- 
pany" for the purpose of erecting a suitable building for a produce 
exchange on the block bounded by Water, Pearl, Whitehall and 
Moore Streets, the site of the old Custom House Bridge Market. 
This building was completed in 1861. 

A second body known as the "New York Commercial Associa- 
tion" was organized by members of the corn exchange and others, 
and this body was the real exchange. It occupied the new building 
as tenants, but managed its own affairs, adopted its own rules, etc. 

In 1862 the new association was granted a charter so broad 
and comprehensive that it still remains unchanged in any of its 
essentials and has frequently been used as a model in the organiza- 
tion of other exchanges. At the close of the first year the member- 
ship numbered 1,238. In 1870 the membership had increased to 
2,023. In 1868 the name was changed to the "New York Produce 
Exchange," and in 1872 the exchange took over the building as 
owner. Because of the immense amount of business transacted 
and controlled by its members, all of which was carried on under 
its rules and regulations, it became at this time the wealthiest and 
most influential exchange in the country, and it exerted all its 
power and influence for the development of the highest standards 
in business life. It continued to grow rapidly in prestige, influence 
and importance, and in 1878 its membership numbered 2,468. Its 
building, with both floors given over to exchange use, became too 
small for its needs and a movement for a new building began. 
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Funds were gathered by passing a by-law in 1880 limiting the 
membership to 2,700 and fixing the initiation fee at $1,000. Later 
300 additional memberships were issued at $2,500 each. These 
were quickly taken and a new building was assured. 

The story of the new building enterprise is the story of 
strong men working for an ideal and succeeding. The present 
site at Bowling Green, including a part of the old Market- Feldt, 
was secured in 1880, and on May 6, 1884, the members of the 
produce exchange took triumphant possession of their present 
building. This building has never lost its place as one of the finest 
buildings in the world dedicated to commerce and trade, and in the 
eyes of many people its trading floor, as such, has no rival in the 
world. The building has a front of 312 feet on Whitehall Street, 
150 feet on Beaver Street, 148 feet on Stone Street. The main 
building is 120 feet high, the tower rising to a height of 225 feet. 
The main floor consists of 31,680 square feet, the dimensions being 
220 by 144 feet. The stained glass skylight overhead has an area of 
one-fifth of an acre. The girth of the outside walls of the building 
is one-fifth of a mile. Other adjoining property has since been 
acquired, the value of the whole being now variously estimated at 
from $6,000,000 to $8,000,000. 

Thus we see that the New York Produce Exchange is the out- 
growth of the needs and necessities of the commerce of the port of 
New York. It was not manipulated into existence; it was not 
organized out of hand. It began on the sidewalk and has grown 
to its present magnificent proportions because it is the best possible 
expression of those needs and necessities. In fact, it is those needs 
and necessities in the concrete. 

The New York Produce Exchange is a great big market-place, 
nothing more, nothing less. On its floor wheat, corn, rye, oats, 
barley and other grains, flour, meal, hops, hay, straw, seeds, pork, 
lard, all sorts of meat food products, tallow, greases, cotton-seed oil 
and various other animal and vegetable oils, naval stores of all 
kinds, butter, cheese and other commodities are bought and sold in 
quantities ranging from a single package to whole cargoes. It is 
a place where men engaged in various mercantile pursuits and 
in allied industries, manufacturing or otherwise, gather for various 
purposes; to keep in touch with each other and thus in touch with 
all that is going on in the business world ; to gather daily informa- 
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tion concerning growing crops, stocks of merchandise, movements 
of produce, current quotations for all sorts of produce in all markets 
of the world ; to trade with each other as principals and for others 
as brokers and commission men; and to make initial arrangements 
for the care of all the details incident to business transactions, 
such as freight engagements, insurance, inspection, warehousing, 
delivery, etc. It is, moreover, a market-place where all transactions 
are safeguarded ; where men must deliver what they sell and pay for 
what they buy; where, by force of all the circumstances, honesty 
must prevail, for here customs of trade have crystallized into rule 
and regulation, all grades and qualities are carefully defined and 
all trade terms and phrases clearly understood. 

Each one of the various trades, such as the flour trade, the 
grain trade, the cotton oil trade, the steamship trade, etc., is to all 
intents and purposes an exchange by itself. Its members meet 
together in a given place on the floor. It is presided over by a trade 
committee, which interprets its rules and decides all disputes under 
the rules. It makes its own rules and regulations, subject to the 
approval of the board of managers; and in the making of its rules 
every trade member has a vote, thus making its rules the composite 
judgment of all interests concerned therein — great corporation, 
small dealer, buyer, seller, broker, commission man, exporter, etc. 

Over and above these rules are the by-laws and rules of the 
exchange itself, which apply to all trades alike and have to do 
largely with the internal affairs of the corporation and its member- 
ship. 

Hence the exchange has come to be a meeting place, not only 
of the man who handles cargoes for world distribution, but of the 
butcher, the baker, the grocer of New York city and vicinity, who 
recognizes the conveniences it affords, the opportunities it presents 
and the safety it gives. 

The exchange itself is merely the organized machinery of a 
great maket-place. Its main chartered purposes are: to maintain 
a suitable room for such market-place; to inculcate just and equit- 
able principles in trade; to establish and maintain uniformity in 
commercial usages; to acquire, preserve and disseminate valuable 
business information; and to adjust controversies and misunder- 
standings between persons engaged in business — and this is all that 
it does. 
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In discharging its functions it appoints and licenses, on the 
nomination of the various trades concerned, inspectors and 
weighers; maintains a grain inspection bureau, a flour inspection 
bureau and a chemical bureau for the official analysis of certain 
food products. It provides machinery for the adoption of trade 
rules and their enforcement. These trade rules apply to the non- 
member as well as to the member, and the non-member as well as 
the member has the privilege of using the machinery provided by 
the exchange to compel their enforcement. Through its rules for 
the handling of business, large economies of labor and expense 
are effected, and it virtually becomes a great clearing house of 
commerce. 

It has general agreements with warehousemen, with great rail- 
road lines, with various steamship and other maritime interests, 
covering the general needs of the trade at large, and in many 
instances these agreements have resolved themselves into forms of 
bills of lading, charter parties, etc., and are used generally in the 
commerce of the port. Agreements with the railroad companies also 
provide for the grading of grain at the railroad terminals in such 
manner as to effect large economies in labor, expense and terminal 
space. In the matter of grain, even the charges for receiving, 
weighing, discharging, towing, lightering, blowing, screening or 
dusting, etc., are subject to general agreements entered into by the 
exchange and the various interests concerned therein. 

The regulated conduct of business on the New York Produce 
Exchange and similar exchanges accomplishes in a very natural way 
what the congress and the courts have been seeking to accomplish 
by force of law; that is, by the free and unrestrained use of an 
open market it prevents combinations in restraint of trade. The 
great monopolistic corporation is the one great foe of the com- 
mercial exchanges. An open market in which all the world may 
trade is just what such corporations do not want. It may be 
of further interest to note a. fact that all merchants are well aware 
of — that an open market in which there is large trading tends 
to minimize fluctuations in value. A narrow market means violent 
fluctuations, but a great, broad market, capable of absorbing all busi- 
ness thrown into it, reduces fluctuations in values to a minimum. 

Of course, in the same degree that the exchange makes trading 
easy and safe for the merchant, it makes trading easy and safe for 
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the man of a speculative turn of mind who wishes to act on his 
judgment as to values in precisely the same way that the title 
guarantee and trust companies, in combination with great estates 
and other financial interests making it easy and safe for a poor man 
to buy a home or for anybody to buy real estate, make it, in the 
same degree, easy and safe for the man of a speculative turn of 
mind to buy and hold real estate for an advance in value. In this 
connection it should be remembered that, though by the perfection 
of its machinery for the handling of business transactions, it 
enables men to make speculative purchases and sales, it also, by the 
same perfection of machinery, enables merchants to remove entirely 
the element of speculation from their business. 

An indication of the great variety of interests represented 
on its floor is found in the fact that an attempt to make up a 
classified business list of its present membership resulted in a list 
of eighty-four headings, and one of these was miscellaneous with 
202 members included therein ; 297 members are identified with the 
flour industry ; 256 with grain ; 374 are receivers and shippers of 
general commodities; 133 are connected with transportation inter- 
ests, 91 of these being identified with the steamship trade, showing 
the great importance of the export trade on the floor; 131 are 
provision men, 88 are concerned in the various lines of oil, 64 deal 
in stocks and bonds, 54 are bankers, 50 are insurance men, 38 are 
brewers, 37 are grocers, 63 are executives of corporations, etc. Hay, 
seed, feed, elevating, inspectors, weighers, measurers, tallow, 
greases, fertilizer, naval stores, millers, custom brokers, lawyers, 
bakers, coffee, lumber, vinegar, dried fruits, beans and peas are all 
included in the list, and so it goes on. 

Even this partial list will, no doubt, surprise those whose only 
conception of a produce exchange is that it is a place where a few 
men meet for the purpose of speculating in wheat for themselves 
and for others. It is quite true that there is a wheat pit on the 
floor of the exchange; the grain business of the port could not be 
transacted without it. There is also a lard ring and a cotton oil 
ring. The trading in lard is insignificant. In cotton oil the trading 
is heavy, but is practically all confined to those whose business is in 
some way or other related to it. In wheat alone is the trading at 
all general, and this is because it is an article of universal interest; 
How small a figure the speculative business as such counts in the 
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business of the whole membership is shown by the fact that only 
256 members are identified in any way with the chief article of 
speculation, and of these many are not at all concerned with the 
speculative side of the business and do not even use the future 
market in their business transactions. Over 100 of the 256 credited 
to the grain trade are in this class. No record is kept in New York 
of daily transactions in "futures in wheat." The business is largely 
contingent on the stock of wheat carried, and this in turn, aside 
from local needs, is contingent on the exportable surplus of the 
current crop and on whether Europe is buying our wheat or not. 
European interests trade largely in the New York market, and their 
operations are mostly of that hedging character so essential to the 
safe conduct of legitimate business. 

The New York Produce Exchange is a semi-public institution. 
Its charter is a broad one and the state expects a full return in 
service to the community. Its functions are not alone to maintain 
a room for its own use and to establish uniformity in commercial 
usages for its own benefit. It must gather and disseminate valuable 
business information. This it does. Instantaneous quotations are 
shown on its blackboards in wheat, corn and oats from Chicago, 
Toledo, St. Louis, Kansas City, Minneapolis, Duluth and Winnipeg; 
in provisions and oils from Chicago; and cables are shown from 
Liverpool, Paris, Antwerp, Berlin, Budapest and Buenos Ayres, 
and all this information is given to the public through arrangement 
with the telegraph companies. Its statistical department is main- 
tained at an expense of between $40,000 and $50,000 per year, and 
renders very valuable service to the whole community. 

One of the chief functions of the exchange in connection with 
its public service is to foster and develop the commercial interests 
of the port of New York. In this the exchange itself is vitally 
interested, for anything affecting the commercial interests of the 
port, either favorably or unfavorably, is instantly felt by its 
members. While it interests itself in all legislation affecting 
commercial interests, probably its chief service to the port at large 
lies in its constant effort to keep open all avenues leading to New 
York. Under this head may be placed the efforts of the exchange 
to force the withdrawal of differential railroad rates against New 
York and its splendid work in connection with the new barge canal, 
for which it is largely responsible. 
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An illustration of the public value of its work along these lines 
may be found in the result of its recent single-handed contest 
against the practically prohibitive railroad rates on ex-lake export 
grain at-and-east of Buffalo. It succeeded in its efforts in May 
last, and as a result New York grain exports in May and June 
doubled over last year, practically all at the expense of Montreal, 
which port had been profiting at the expense of the Atlantic 
seaboard ports for several years by the railroad rates in its favor. 

In its effort to adjust controversies and misunderstandings • 
between persons engaged in business, its arbitration committee plays 
an important part. This committee has large powers in all matters 
submitted to it. It has the power to subpoena witnesses within 
certain districts, and all its decisions have the same force and 
power as a decision of the supreme court, and upon proper filing 
and proving the clerk of the supreme court will issue a judgment 
thereon. The arbitration committee has always been held in high 
regard by the business world. It has been extensively used, and by 
its splendid service has done much to advertise and popularize 
arbitration as a means for the settlement of business differences. 

The complaint committee is the grand jury of the exchange 
and is the key to the enforcement of all its rules. All trade differ- 
ences not submitted by agreement to some one of the trade com- 
mittees or to the arbitration committee for settlement may be 
brought to an issue by a complaint. This results in an inquiry by 
the complaint committee, whose first aim is to conciliate the dis- 
putants. Failing in this, it either dismisses the complaint or refers 
it to the appropriate trade committee for settlement or to the board 
of managers for discipline. Non-members may use the committee 
or may be proceeded against in any case arising in connection with 
a transaction entered into with or through a member. Disciplinary 
action against non-members may result in their being denied repre- 
sentation on the floor of the exchange and members prohibited from 
trading for them. Many agreements to arbitrate are reached and 
many cases are settled out of court by threatened use of the 
complaint committee. 

In common with many other exchanges, the New York Produce 
Exchange maintains a gratuity system making provision for the 
families of deceased members. When it was first established, 
membership in the gratuity system was made optional with existing 
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members but compulsory on all future members. As the system 
soon grew to be very expensive, it raised many serious membership 
problems, causing a gradual withdrawal of memberships for which 
the owner had no further active use, and preventing many whose 
use of membership would be merely nominal from uniting with the 
exchange. These problems have been wisely handled, and by means 
of an associate membership class it is now possible to join the 
exchange without assuming gratuity obligations if one so elects. 

There are one hundred associate members on its list of member- 
ship. Gratuity matters have played an important part in the history 
of the internal affairs of the exchange during the last fifteen years, 
but, as they have nothing to do with the history of the exchange as 
a market-place, or with its economic position as such, they have not 
been referred to at length in this paper. 

Because of its large property holdings the exchange is very 
strong financially, and after providing for all its work has a yearly 
surplus of $60,000 to $70,000, half of which is paid into the gratuity 
fund, the remainder being used for the purchase and cancellation 
of surplus memberships, thus keeping the membership an active 
one and gradually settling the gratuity problem. The present 
membership is 2,055, including associate members. 
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MERCHANTS' EXCHANGE OF ST. LOUIS 



By Geo. H. Morgan, 
Secretary, Merchants' Exchange of St. Louis. 



The great exchanges of the country are the mediums through 
which the products of the field and farm are transferred from the 
producer to the consumer. To meet the demands of commerce there 
must be cities where large accumulations can be stored ready for the 
demand of those who, either as manufacturers or shippers, move the 
products in large quantities as there is a demand therefor. The 
farmer disposes of his crop to the country dealer, who with limited 
supply of storage room must move the commodity to some large, 
central market where it will meet with ready sale and be shipped for 
domestic consumption or for export, or be held in storage awaiting 
a demand. There must be a large supply on hand, as grain especially 
is moved in quantities and must be inspected and classified as to 
grade and condition. Therefore, the middle man is an absolute ne- 
cessity, being able to handle and care for whatever amount may be 
put on the market and dispose of same as the necessities of business 
require. The exchanges are of special benefit to the country shipper 
and farmer in making a market where their products can always be 
sold and in furnishing information as to values and movements of 
grain and other products by wire and mail so that a choice of 
markets can be had. 

These organizations sometimes designated as boards of trade, 
chambers of commerce, merchants' exchanges, grain exchanges and 
produce exchanges are organized to handle in the quickest and most 
economical manner the various commodities, to inculcate just and 
equitable principles of trade, to establish and maintain uniformity in 
commercial usages, and to acquire and disseminate valuable busi- 
ness information for their own guidance as well as for their cus- 
tomers. 

Among the most important of these organizations is the Mer- 
chants' Exchange of St. Louis the oldest trading organization in the 
United States and the third largest primary grain market. It is the 
legitimate successor of the St. Louis Chamber of Commerce, organ- 

(540) 



Merchants' Exchange of St. Louis 223 

ized in 1836 and incorporated January, 1837. It owns and occupies 
a magmncent building, occupying two-thirds of a square, fronting 
239 feet on Third street by a depth of 222 feet. In the western part 
of the building is located the grand hall, where the daily meetings of 
the exchange are held, and where business is transacted from 9.30 
a. m. to 1. 1 5 p. m. Here daily assemble the grain, provision, flour, 
seed and produce dealers to buy and sell their various lines, and the 
bankers, transportation agents, insurance representatives and others 
meet to negotiate business. 

The grand hall, 221 feet in length, 93 feet wide and 80 feet in 
height, is unobstructed by posts or pillars and is surrounded by large 
windows affording an abundance of light and ventilation. The ceil- 
ing is a work of art, divided into three compartments each containing 
a grand medallion. The central figure is emblematic of the great city 
of the West, surrounded by groups typical of the agricultural, min- 
eral and industrial products of the Mississippi Valley. The north 
compartment represents characteristic types of European nations, 
while the south medallion portrays types of other nations. The cor- 
nice surrounding the ceiling forms a border twenty feet wide, con- 
taining the names of all the states and representation, of the mer- 
chant flags of the world. The other portions of the building are 
leased to dealers in grain and grain products, millers and others 
actively engaged in business transacted on the floor of the exchange. 

While the largest interests are grain, grain products, flour, pro- 
visions, seeds and kindred lines, the merchants' exchange represents 
the varied industries of the city, and among its fourteen hundred 
members may be found bankers, brokers, manufacturers and others, 
who often find occasion to visit the exchange to meet and make 
acquaintances and discuss matters pertaining to the general interests 
of the city. During trading hours the floor of the exchange is a busy 
mart; on its tables are displayed samples of grain, flour, etc., for 
sale, and buyers and sellers meet and in a short time transact a vast 
volume of business that it would take hours to accomplish without 
a general meeting place. 

Quotations of all the principal domestic and many of the foreign 
markets are received by wire and posted on the bulletin boards by 
operators who transcribe the reports without delay, making the serv- 
ice practically instantaneous. Quotations of the New York stock 
market are posted in the same manner and a large business is trans- 
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acted in stocks. On the grain tables where samples are exhibited 
sales are made of the receipts of the day, while in the "pit" trading 
in futures is carried on. 

As before stated St. Louis is the third largest primary grain 
market, being exceeded only by Chicago and Minneapolis. In 
futures, sometimes erroneously called options, the volume of trans- 
actions is probably greater than any other primary market except 
Chicago. 

Geographically the position of St. Louis as a grain center is 
ideal. Located in the heart of the great Mississippi Valley, near the 
junction of the Missouri, Illinois and Mississippi rivers, and in close 
proximity to the Valley of the Ohio, with twenty-seven rail trunk 
lines leading in all directions and water routes by the great rivers 
of the valley, furnishing unexcelled transportation facilities, it is in 
a position to command to a large extent the surplus grain of Mis- 
souri, Illinois, Kansas, Iowa, Nebraska, Minnesota, the Dakotas, 
Colorado and other states ; while its exceptional advantages as a dis- 
tributing point make it the point of distribution not only to the 
eastern seaboard and the south and southeastern territory, but to 
the gulf ports for export. 

The annual receipts of grain, varying with the extent of the 
crops, aggregate from seventy to eighty-six million bushels, while the 
amount of flour manufactured and shipped reaches some three mil- 
lion barrels. Situated in the center of the belt producing soft red 
winter wheat a large percentage of this grade finds a market in St. 
Louis. 

The commerce of the .states of the Mississippi Valley was for 
many years carried upon the great rivers. While to a great extent 
this commerce has been diverted to rail lines paralleling the river and 
reaching many of the cities and towns back from river points, the 
unparalleled increase in the development of the great West with 
resultant tonnage to be handled, demands the use of every facility 
for moving this vast commerce, and it is by all recognized that the 
water routes must be utilized in conjunction with the rail lines to 
move promptly and economically the vast volume of traffic increas- 
ing year by year. To this end movements are on foot to place upon 
the Mississippi River steel boats and barges of modern make and 
power, adapted to the needs of river commerce, and the installation 
of modern methods for unloading and loading the boats and barges 
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at minimum expense. Two lines are to be placed in commission 
between St. Louis and New Orleans; a packet line is to be put in 
commission on the Missouri between St. Louis and Kansas City, 
and the present lines to St. Paul and intermediate points extended 
and enlarged. 

With the improvement and deepening of the channel now in 
progress under the direction of the general government, the devel- 
opment of the inland waterways to something like their former 
greatness is confidently expected. Then the cities of the valley will 
be able to share in the vast trade that will develop to Central and 
South America, the Pacific states and the Orient upon the comple- 
tion of the Panama Canal. 

The larger part of the business transacted on the exchanges of 
the country is in grain. The grain is either bought at country points 
or shipped to be sold on commission, and is either sold on arrival on 
track, delivered on contracts or placed in elevator for future dispo- 
sition. In the event supplies are greater than demand for immediate 
handling, dealers are always found ready to buy the grain and store 
it for future needs. This applies in all markets as the customs are 
practically the same. All grain received is inspected by state in- 
spectors and graded, and if placed in elevators is stored with other 
grain of same grade or each car lot put in special bin. Grain thus 
stored and graded is deliverable on contract, the elevator receipt 
stating quantity and grade, being a legal tender and conveying pos- 
session of the property. Grain shipped for sale by commission firms 
pays all expenses of freight, inspection and weighing, interest on 
advances and all other charges, which with the commission is de- 
ducted from the gross proceeds and a check for the balance mailed 
promptly to the shipper. Contract grades are generally what is 
known as No. 2, this grade being intended to include the majority of 
merchantable crop free from dirt and damaged grains. The United 
States Department of Agriculture furnishes a monthly statement of 
condition of crops, which is wired direct to the various exchanges 
and to the daily press, and influences to a considerable extent the 
market. 

The Merchants' Exchange of St. Louis, while primarily a trading 
body, keeps in close touch with all movements of a financial or com- 
mercial character affecting the interests of the city, state or nation. 
Being careful and conservative in the consideration of all public 
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questions, its opinions are given due consideration by legislative 
bodies and assist in securing the enactment of proper laws for the 
safe conduct of business. 

The Merchants' Exchange maintains a traffic bureau for guard- 
ing the transportation interests of the city and preventing or correct- 
ing discriminations in freight rates. The exchange also maintains a 
department of weights for the purpose of securing the accurate and 
correct weighing and methods of weighing of all property handled 
by members of the exchange and all others requesting the service. 
The rules of the exchange provide committees of arbitration and 
appeals for the consideration and adjustment of differences arising 
between members, thus avoiding the expense and delay of legal pro- 
ceedings. 

It is practically impossible to estimate the volume of business 
transacted on an exchange. No record is kept of sales or purchases 
but the aggregate for the year amounts to millions of dollars. 

A clearing house for the clearing of future sales is conducted 
by a corporation, which while independent and not under the rules 
of the exchange, is practically an adjunct and greatly facilitates the 
settlement of contracts. 
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THE EXCHANGES OF MINNEAPOLIS, DULUTH, 

KANSAS CITY, MO., OMAHA, BUFFALO, 

PHILADELPHIA, MILWAUKEE AND 

TOLEDO 1 



The Minneapolis Chamber of Commerce 

Back in October, 1881, when the raising of scalps was a more 
popular pastime with the bulk of the inhabitants of the North- 
western prairies than the raising of crops, a handful of progressive 
citizens of Minneapolis got together and organized a Chamber of 
Commerce Association. Certificates of membership to the number 
of fifty, or thereabouts, were issued and Col. G. D. Rogers was 
elected secretary. Matters dragged along for a few years with the 
infant organization little better than holding its own. 

The original value of the membership certificates gradually 
increased and the personnel \>i the body continued high, but there 
were few, if any, of the charter members who dreamed that the 
present powerful institution would be the outcome of the small 
beginning made in that early day for the city of Minneapolis. It is 
true that the Falls of St. Anthony were being developed for water 
power and a good share of that power was being used for grinding 
flour, but crops were meager and very few citizens of the country 
had the hardihood to predict such rapid development of the North- 
west as has been witnessed. 

The railroads solved the problem, however, and with the rapid 
influx of settlers a market was needed for the products of the 
prairies. Minneapolis was the natural market and the soil proved 
adapted to wheat. Consequently, from the small beginning of the 
association in- October, 1881, the Minneapolis Chamber of Com- 
merce has grown to be one of the most powerful institutions of its 
kind in the country and the Minneapolis wheat market has grown 
to be the greatest primary wheat market in the world. 

The real holdings of the association now represent an invest-. 

J A series of short articles reprinted in whole or- in part from The National 
Hay and Grain Reporter's issue of May 20, 1911. These articles were specially 
prepared for The National Hay and Grain Reporter's number on "Grain Exchanges," 
and are here reproduced by special permission. 
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ment of over a million dollars and its members own and control 
property worth many millions. In the fall of 1882, Col. Rogers 
wrote an article for a leading Twin City newspaper predicting that 
the membership certificates, then numbering 538, would be worth 
$3,000 within twenty years. The article brought down considerable 
ridicule on his head, but the prediction came true nevertheless, a. 
high water mark of $5,000 being touched in about that time. So 
the Colonel, who is still actively connected with the affairs of the 
association as counsel, lived to laugh last. It was decided that 538 
members were all that were wanted and needed and a limit was 
placed, but in 1900 a dozen more certificates were issued, making a 
total of 550, where the limit has finally been fixed. These member- 
ships are worth in the neighborhood of $4,000 at the present writ- 
ing. Of the original fifty members about ten still hold certificates, 
among them the Hon. J. C. Haynes, mayor of the city, who drew 
up the articles of incorporation for the association. 

System in handling the grain was the order of the day and it 
was developed as fast as the trade demanded. Every effort was 
made to encourage agriculture and with the possible exception of 
one or two every year has seen an increase in the volume of grain 
coming into this market. Still holding the palm of being the 
greatest primary wheat market of the country, Minneapolis recently 
added the title of the greatest primary barley market of the country. 
Primarily, however, Minneapolis is the great milling center, made 
so by the unrivaled milling quality of Minnesota wheat. The malt- 
ing industry is in its infancy as far as this market is concerned, but 
has made great strides in the past few years. The milling industry 
has outgrown the Falls of St. Anthony long since and steam 
auxiliary plants are turning most of the wheels. The latest inno- 
vation is the electric equipment recently installed by one of 
the largest and foremost milling companies. 

The Minneapolis millers have always been in the lead as 
regards the correct and scientific way of making flour. Extensive 
laboratories are maintained by all of the leading companies and 
when the flour comes off the rolls the volume and quality of the 
same is known to a nicety. The high prices recorded in the local 
cash market in recent years have drawn considerable wheat from 
distant localities and tests are made of the different blends until the 
buyer on the exchange floor knows just how much of the softer 
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Minnesota and Iowa wheat is needed to mix with the hard 
Northern Minnesota and Dakota wheat. A type sample is made 
and the season's grind is based on it as conditions and the quality 
of the crop change from year to year. Millers have had a leading 
voice in the policy of the association for years, and it is due to their 
aggressiveness in the flour markets of the world, to a great extent, 
that the local exchange has grown so in importance. They have 
nearly always paid the best price prevailing in the country for 
wheat. The biggest millers of the country are members of the local 
Chamber of Commerce and they control the largest mills of the 
world. 

It would not be fit nor proper to give the millers the whole 
credit for the expansion of the Chamber of Commerce, however. 
The elevator companies whose lines reach far out into the country 
and bring grain into this market have a great deal to do with it. 
Big line elevator companies having their headquarters in 
Minneapolis handle the crop readily and bring a great deal of grain 
to this market that otherwise would find its way to competitive 
markets. Even though the margin of profit has been cut down 
and the farmers co-operative movement has made it hard sledding 
in late years, there are a number of powerful elevator organizations 
located here. In fact it is nip and tuck between the elevator and 
milling crowd as to which branch of the trade is of greater impor- 
tance in the affairs of the association, but honors to date are about 
even. There is little friction between them, however, and the har- 
mony is seldom disturbed. The terminal elevator capacity con- 
trolled by members is well over the 40,000,000 bushel mark, or 
second in the country in size. A good share of this is represented 
by modern, up-to-date steel and concrete elevators second to none 
in the world. The bulk of the business is under Chamber of Com- 
merce rules and regulations and the banks accept the warehouse 
receipts without question when presented as collateral. 

Along with the rest of the trade the elevator operators keep 
abreast with the times. Through them, to a great extent, the 
season's requirements are learned. Their system of getting a line 
on the crop conditions is right up to date and when they have can- 
vassed their agents for reports there is little use of waiting for 
other figures as a guide. In fact the information gathered by them 
is in great demand by the trade in general and many base their 
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position on the market on them almost exclusively, so great is the 
territory the houses cover. 

The commission department of the association is taken care of 
by an alert set of men, mostly young in years, but old in experience. 
To get all the traffic will bear for their customers is the consuming 
ambition of most of them. A good sale is a good sale, and the ship- 
per is given all that can be gotten out of the market. Owing to the 
keen competition for the country trade it is probable that there is 
greater system here than in other lines. When a car arrives it is 
disposed of as promptly as the market will permit and returns made 
to the consignor. The great size of the freight cars nowadays and 
the high prices prevailing make a carload of grain quite an invest- 
ment and the country dealer quite naturally wants to get his money 
back as quickly as possible and keep it working. 

There are many cases on record where a car of wheat has been 
received, sold and weighed on the same day, the commission house 
clerk getting the weights the next morning, billing for the car and 
making returns to the shipper the day following. It is very ordinary 
for returns to be made within three or four days from the receipt 
of the grain. In the busy season, especially is the railroad more 
than willing to co-operate with the commission man and get the 
stuff unloaded as soon as possible and the car on its way back to the 
country again. The study of the needs of the situation brings a lot of 
grain to this market that otherwise would be diverted to other mar- 
kets, as the shipper can get prompt returns, which in many cases 
makes up for a slight difference in prices in favor of other markets. 

The understanding between the commission men and country 
millers, with mills within reasonable distance of Minneapolis where 
state weights can be obtained, also tends to aid the former in getting 
business away from competitive markets. Wheat arriving in the 
local market and sold to these millers will bring a half cent premium 
over the wheat sold for local delivery and weights. The country 
millers make it a point to handle the grain promptly and send the 
certificate of weights to the commission house as quickly as possible. 
The extra half cent more than makes up for the extra time taken 
for making returns to the shipper. Relations between the commis- 
sion men and millers are very cordial, and few indeed are the 
differences that can not be settled amicably and with promptness 
and dispatch. 
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Every facility is made use of by the buyer and seller in the 
cash department. The big electric quotation clock is in plain sight 
at all times and the latest bid or offer price in the pit is recorded 
instantly by the official recorder. This clock is the only one of its 
kind in the country, or was up to within very recently. It is the 
first one that could be successfully manipulated and has been the 
subject of much comment as well as the cause of many visits of 
investigation by representatives of other exchanges. It was planned 
by a former chief engineer of the mechanical department of the 
association. An accidental cutting off of the power at one time 
shortly after the installation made the cash wheat men doubly 
appreciative of the service it was performing. This clock adds a 
finishing touch to what is perhaps the most modern and compact 
trading room of any exchange in the country. The fluctuations 
recorded in an active market with its big red figures are rather 
demoralizing to a trader who is on the wrong side, more so than 
a few insignificant chalk figures could be. Under the clock board 
markers are busy chalking up the fluctuations in outside markets 
for the benefit of the members, some of whom need to know the 
value of wheat in the winter wheat markets and some who need 
the coarse grain quotations. 

Dealing in futures was not of any importance in the local mar- 
ket until some time after the association was organized. In fact 
the commitments made were no more or less than sales and pur- 
chases to arrive within certain dates. Now, however, there are a 
number of big commission houses who make a specialty of looking 
after trades in futures for their customers. This branch of the 
business is as well attended to as any and the houses spare no 
effort to get the best they can for the people they represent. Several 
of them have offices through the country and in active markets do 
a tremendous business. In fact, when the Northwest traders get 
real busy they often set the pace for the rest of the world, at times 
when the spring wheat crop is threatened with drought or rust. The 
reasonable size of the pit makes quick action possible and the oppor- 
tunity offered for quick trading brings in a good deal of business 
and the fluctuations are an influence in the markets of the world. 
Recently a hedging order was cabled direct from Antwerp, for 
execution in the local pit. Though there may be larger markets in 
the country in the way of trading in futures there are none that are 
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ahead of the Minneapolis market in the handling of the trades and 
the official checking of the records. A complete record of the trans- 
action in the pit must be sent to the customer at the close of the 
session, giving the name of the buyer or seller and the time the 
trade is made. Every fluctuation is noted and the time at which it 
occurred. These figures are published in the official publication of 
the Chamber of Commerce, where the trader may easily verify and 
check any discrepancies. Then all trades are reported to the clear- 
ing house where they must check against each other. Members 
failing to report trades are fined and in case of error or tardiness 
there are fines to be met which make the careful and prompt 
handling of the records a matter of economy. 

It is proper to mention the Chamber of Commerce Clearing 
House Association at this point. It is the pioneer organization of 
its kind in the country and for a number of years was the only one. 
Most of the larger firms own memberships in it and it has been 
found to be almost a vital necessity to the trade. Certainly it 
insures less friction than the old way of trading and also facilitates 
business generally. When the trades are checked at the close of the 
session the member gives a check to the clearing house for margins 
or in case the market has fluctuated in the favor of their customers 
they receive a check. It does away with a great deal of trouble. 
To settle with the clearing house at a certain time every day is a 
far different matter than calling each other for margins. Its plan 
of operation is practically the same as that of the clearing house of 
the banks and fills a need just as well. Since it has been found 
successful here, several other markets have adopted the plan and 
more are investigating it. Its management is intrusted to its 
originator who is undoubtedly the closest mouthed individual in the 
community. 

Of course the information he gets in his official capacity would 
be of great value to traders, but a perfectly neutral attitude and a 
"poker face" are necessary to a man holding his position. There 
have been no complaints as to his qualifications to date. With the 
clearing house a part of the system there is no more satisfactory 
or reliable hedging market in the country. Under the quotation 
clock in big red letters is official notice to the public that the quota- 
tions are the property of the association only and bucket-shops are 
forbidden the use of them. There is never a relaxation of the vigi- 
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lance over them where the bucket-shops are concerned and as fast 
as leaks have been discovered they have been closed up promptly 
until the operators have given up in disgust. One of the biggest 
bucket-shops in the country met its Waterloo when it locked horns 
with the Minneapolis Chamber of Commerce. Just say "bucket- 
shop" above a whisper and there is a racket in a minute. 

One of the chief objects of the Minneapolis Chamber of Com- 
merce is to be of as great benefit to the producing and consuming 
ends of the grain business as possible. It would be hard to find a 
more progressive and liberal minded set of business men in the 
country or one that is more interested in the development of the 
section it serves, yet the grain raisers persistently misunderstand 
the motives and view the moves of the association with suspicion. 
To become a member an applicant has to undergo a rigid investi- 
gation of his previous career and must show his responsibility to 
look after the interest of possible customers without flunking. The 
application is first handed to the membership committee and when 
they are through investigating the matter is put up to the board of 
directors where it is usually passed upon and the applicant admitted 
to membership if the report of the membership committee is favor- 
able. Occasionally, however, a snag is struck in one of the 
directors who may have some direct information of adverse nature 
or may not just like the report. If such is the case further investi- 
gation is made and the matter is gone over thoroughly before a 
certificate is transferred to the applicant. By the foregoing proce- 
dure the association keeps the morals of its body high. The 
shippers are insured honorable and just treatment and once admitted 
into the association the member is entitled to the full confidence of 
the trade in general. 

Every care is taken to show equal justice to all in the trade 
and shady or questionable transactions are sure to be followed by 
swift and sufficient discipline. Flagrant offenses are very rare and 
no time is lost in purging the roll of the offending member's name. 
There are no memberships issued to corporations and each 
individual member is responsible for the actions of his firm or 
company. 

Wheat remains the leading grain in this market, but the coarse 
grain trade has grown wonderfully in the last decade. If the 
reciprocity pact with Canada is passed there will be a great deal 
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more corn and oats sown in the Northwest and further strides 
are looked for in that direction. The first year of the association's 
life about 25,000,000 bushels of wheat were handled and about 
3,000,000 bushels of coarse grain. Five years later about 40,000,000 
bushels of wheat were handled and the coarse grain movement 
began to pick up decidedly until now the percentage of the move- 
ment is a great deal less in favor of wheat. In 1886 about a half 
million bushels of corn were received in this market and 155,000 
bushels were shipped out. Of the 1909 crop 7,021,000 bushels were 
received and 5,041,000 bushels shipped. Oats receipts increased 
from 1,877,000 bushels to 17,610,000 bushels in that time and barley 
receipts from 138,000 bushels to 22,555,000 bushels. Rye receipts 
in 1886 were 11,100 bushels as compared with 2J442,ooo bushels from 
the 1909 crop and flax receipts were 349,000 bushels compared with 
9,251,000 bushels. The last named cereal, however, was at high 
tide in 1905, when 12,231,000 bushels were marketed. The notable 
gain was made in the barley movement, which has increased heavily 
every year for the last ten years. 

Wheat receipts from the crop of 1885 were 32,767,000 bushels 
and from the crop of 1909, 101,567,000 bushels. Shipments from 
the 1909 crop were 22,093,000 bushels compared with shipments of 
4,929,000 bushels from the 1885 crop. From the 1885 crop 5,428,581 
barrels of flour were ground and shipped while 16,919,867 barrels 
of flour were ground and shipped from the 1909 crop. Last year 
70,000,000 bushels of wheat were ground into flour by the local 
mills, which have a capacity of 100,000,000 bushels and which the 
millers expect to put in full use when the Canadian pact is ratified. 

The above statistics will tell the story of the growth of the 
Minneapolis Chamber of Commerce in plain fashion. The develop- 
ment of the Northwest in the cereal raising line has been phenom- 
enal and unsurpassed and the growth has been due in some 
measure to the market Minneapolis offers for the products and the 
high comparative prices paid for the wheat crops. The association 
is working hand in hand with the producer and middleman in the 
country and with a militant arm as represented in the Minneapolis 
Traffic Association, in which it is a leading influence, is protecting 
its territory from competing markets. The old Chamber of Com- 
merce building, which readily housed members when it was built 
has been succeeded by a magnificent ten story building to which an 
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annex has been added to take care of the overflow of the last few 
years. Even at that a few big milling and elevator firms have 
quarters uptown because of the lack of space. The opening up of 
new country constantly in the Northwest and the better methods 
of farming in use and being encouraged will assure future growth 
and present indications are that the association has many years of 
expansion before it and a constantly growing influence in the trade 
of the world. 

The Duluth Board of Trade 

Duluth is at the head of deep water navigation on the Great 
Lakes, the farthest point inland that can be reached by the great 
carriers that have reduced transportation costs to the minimum. 
This commanding position makes it the great distributing center of 
the Northwest, and it is this that has made the Duluth Board of 
Trade one of the great primary markets of the United States — the 
third in point of total receipts, in all years of normal production in 
the Northwest. 

The first receipts of grain at Duluth, came from the crop of 
1870 and followed immediately upon the entrance of the first rail- 
road. The great consuming markets of the East could be reached 
at cheapest cost by following the water route, and from the moment 
it became possible to make use of this highway of transportation 
the movement of grain turned this way and began the building of a 
great grain market at Duluth. As the facilities of transportation 
were improved and enlarged the business of the Duluth market 
rapidly increased, and with the great agricultural expansion of the 
Northwest, attained a growth that was practically without 
precedent in the country. 

The eastern manufacturer of grain products looks to the 
Duluth market for his supplies of Northwestern grain. It is here 
that the eastern flour miller gets his supply of spring wheat; the 
maltster his northwestern barley; the food manufacturers and feed 
dealers their oats and the linseed mills their flax. The same advan- 
tages that have led to the building up of a great eastern shipping 
market have brought the development of a large export trade, its 
volume depending upon the market conditions existing in this and 
other countries. 

When, a few years ago, the Northwest went extensively into 
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the raising of flax, Duluth immediately became the leading flax 
market of the country, which position it still holds. Since the 
beginning of the production of durum wheat it has held the same 
position with respect to that variety of grain, and is now the only 
market in which contracts for future delivery in those two com- 
modities are dealt in. In spring wheat the demands of the mills 
of the Northwest must naturally be first supplied, but in obtaining 
those supplies the northwestern miller must meet the competition 
of the eastern miller who is bidding at Duluth for the fine wheat 
of the northwestern prairies. The - existence of the market at 
Duluth is therefore a direct and convincing benefit to the producer 
of the Northwest. 

The Duluth market is by no means at its zenith at the present 
time. Its prospects for the future are as bright as its record of the 
past. Tremendous as are the strides made by the Northwest in 
agricultural development, its possibilities have been far from 
reached. Almost one-half of North Dakota is untouched and the 
same is true of South Dakota. Northern Minnesota is a great 
fertile region which has been suffering from an impression that it 
offered little hope, but there are already signs that a great tide of 
immigration is coming this way. Montana is fast being broken 
into agriculture and is a veritable empire that will soon be one of 
the great grain raising states of the Union. 

Should Congress adopt the reciprocity agreement, the result 
cannot but be to add to the importance of the Duluth market. The 
Canadian surplus goes East via the lakes. With free trade in grain 
the port of Duluth will be a competitor for the traffic and the 
Canadian farmer will have two markets wherein to sell his products 
where he now has but one. 

The Duluth Board of Trade as an organization has prospered. 
It owns a handsome seven-story building 100 by 140 feet, 
practically free from debt. It has two hundred memberships out- 
standing, all in active use. Ample elevator capacity is an essential 
for every primary market, and Duluth is well equipped in this 
respect, the capacity operated by Duluth companies aggregating 
32,275,000 bushels. Of this amount 24,500,000 bushels is regular 
with its warehouse receipts deliverable on contracts. 
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The Board of Trade of Kansas City, Mo. 

The Board of Trade of Kansas City was organized in 1869. 
The grain and milling business of Kansas City is, and has been, for 
many years, one of its most important industries. Situated, as it is, 
in the center of the very best farming territory of the country, with 
railroad facilities unsurpassed, it naturally is a great grain receiving 
and distributing market, drawing from Oklahoma, Kansas, 
Southern Nebraska, Western Iowa and Western Missouri. It is 
the second largest primary wheat market and ranks third as a 
flour milling center in the United States. The mills, when running 
at full time, require 65,000 bushels of wheat each twenty-four 
hours. 

The following statement of the receipts of grain shows the 
development of the business in this market: 1870, 1,037,000 bushels; 
1880, 9,029,930 bushels ; 1890, 29,939,200 bushels ; 1900, 46,638,250 
bushels; 1905, 69,599,500 bushels; 1910, 50,221,300 bushels. These 
figures, however, are not a complete statement of the business done 
by the members of the Kansas City Board of Trade, from the fact 
that whenever the prices in this country are on a shipping basis with 
the foreign markets, large quantities of grain are bought by our 
members and exported direct, without passing through Kansas City 
and therefore do not enter into the statistical report of this board. 

The handling of grain at terminal markets requires large 
storage capacity and these facilities must necessarily keep pace with 
the growth of the business. In this respect Kansas City has met 
the requirements of the trade, for the elevator capacity, which in 
1880 was 1,560,000 bushels, has steadily grown and is now over 
11,000,000 bushels. 

The first flour mill in Kansas City was built forty-five years 
ago. In the early days of milling here, only soft winter wheat was 
ground. Hard wheat was not known as a winter crop. This 
variety of wheat was introduced by the Russian Mennonites, who 
settled in the central part of Kansas. These people brought with 
them to America seed wheat of their own raising in the Crimea. 
At first it found no favor, but afterwards it was discovered that 
it closely resembled the spring wheat of Minnesota, which wheat 
has made Minneapolis flour famous. At first the mills ground the 
hard winter wheat in an experimental way, but the quality of the 
flour and bread produced from it quickly caused an increased 
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demand, so at the present time all but the Kansas City mills grind 
the hard turkey wheat. 

Kansas now produces an average of 80,000,000 bushels of 
wheat. This, with the large yield of Oklahoma and Nebraska, 
insures the Kansas City mills a constant and unfailing supply. Our 
millers find a market in the states east of the Missouri, Cuba and 
Porto Rico, and have some trade with South American ports. Kan- 
sas City flour is shipped in great quantities to Great Britain, Bel- 
gium, Holland, Denmark, Scandanavia, and to some extent to 
Mediterranean ports. 

There is large and active trading in futures on the floor of the 
Kansas City Board of Trade. All trades in wheat are based on 
No. 2 hard wheat, which is known to the trade as "contract wheat" 
and the wheat deliverable in contracts must be acceptable to a 
Board of Trade Committee, which Committee is composed of 
experts appointed by the president and confirmed by the directors. 
This gives an opportunity for millers to buy for future delivery, 
which they may use as a hedge or accept delivery as they may deem 
expedient. 

This is the only market in which future trading in wheat is 
based exclusively on hard winter wheat. 

The State of Kansas in the year 1909 raised 154,255,000 
bushels of corn. While the handling of corn and other cereals in 
this market is of great importance, yet it is small compared with 
the large quantity raised in the territory tributary to Kansas City. 
This can be accounted for from the fact that comparatively a small 
percentage of the corn raised is shipped out of the state, there 
being an enormous and increasing demand for this cereal for cattle 
feeding, the farmers finding it profitable to market their corn in 
the form of fattened beef and pork. 

The board of trade for many years has had a thoroughly well 
established supervising weight department which insures abso- 
lutely correct weights. It also has a sampling department which is 
constantly growing in favor and usefulness. Increasing purchases 
and sales are made, based upon the sample submitted, which sample 
is deposited with the chief sampler and deliveries are made under 
the chief sampler's supervision. His acceptance or rejection is final. 

The average yield of wheat per acre in most sections of the 
United States is much less than in European countries and of late 
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more general and active interest is being taken by agricultural col- 
leges and economists, looking to the improvement of seed and more 
intensive farming. This, we believe, will result in producing a 
better and larger yield of cereals. In this, the Kansas City Board 
of Trade is deeply interested, giving it its moral and financial sup- 
port. We trust that careless and indifferent farming will in the near 
future be a matter of history as pertaining to a people of a new 
country in possession of large undeveloped resources. 

The Kansas City Board of Trade Clearing House 

Kansas City's rise to third place among the grain future mar- 
kets of the United States dates from the organization of the Board 
of Trade Clearing Company, in March, 1899. Previous to that 
time the operations in deferred contracts were few and irregular, 
and the market had no rank as a speculative centre. As an illustra- 
tion of the insignificance of the trade during the middle nineties, it 
may be recalled that one of the elder members of the board of 
trade, pointing toward the empty hexagonal pit, remarked: "That 
useless thing should be torn out and made into kindling wood." 

But new blood was coming into the exchange, and the pos- 
sibility of developing something more than a mere cash grain 
market was recognized. Somebody made a suggestion, and the 
result was the establishment of an association with the avowed pur- 
pose of facilitating the trade in futures. Kansas City being the 
leading winter wheat market of the country, as well as a big receiv- 
ing and distributing point for corn and oats, the wonder is that 
traders here and throughout the Southwest had so long been con- 
tent to send their hedging and speculative orders to Chicago. 

The company was incorporated and capitalized at $5,000, mak- 
ing the shares $50 each. Within a year or two the success of the 
enterprise was assured, and in 1902 the stock issue was doubled, the 
100 additional shares being sold at $175 each, the book value at that 
time. Membership in the company was limited to Board of Trade 
members, the number of shares to be held by one person being . 
restricted to 20. The actual number of members to-day is no, and 
the book value of shares is $350. Annual dividends of $20 a share 
have been regularly paid, although the clearing charge has been 
reduced from 3c per 1,000 bushels to 2c. 
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Primarily the clearing house system was modeled after that 
of the Minneapolis Chamber of Commerce, but with the increase 
of business came the necessity for greater economy of time and a 
simplification of methods. The office work was systematized and 
perfected by W. L. Garrett, who was manager from May, 1900, to 
January 1, 1903. It was in 1901 that George G. Lee entered the 
service of the company as assistant manager. Under Mr. Gar- 
rett, Mr. Lee caught the spirit of the unique cancellation system, 
and, after further service under A. D. Wright, in 1903 and 1904, 
Mr. Lee was chosen as manager, with G. M. Edgecomb as assist- 
ant. The office has since remained under the control ot the two 
men last named, and their work is highly satisfactory. 

According to the statement of Mr. Lee, the total operating 
expense of the clearing house is only $5,000 a year, exclusive of 
telegraph charges for sending market reports to other cities. All 
work is done in a single room on the fifth floor of the Board of 
Trade building between 8 a. m. and 4 p. m. The rush comes with 
the close of the market, at 1 115 in the afternoon, as all reports must 
be in by 2:15. On Saturday, when the market closes at noon, the 
balancing of accounts is done by 1 :30 p. m. Promptness in making 
returns to the clearing house is enforced by a fine of $1 when a 
member is 15 minutes late, and every 5 minutes of additional tardi- 
ness costs $1. The fine for errors is 25 cents. 

"The manager has a wide latitude in calling for margins," said 
Mr. Lee. "This is necessary in cases of wild market fluctuations, 
cr where members are suspected of financial embarrassment. As 
the clearing house is responsible for all trades put through it, close 
tab must be kept on the position of each member. 

"One of the advantages of the system we use is the dispensing 
with the identity of the trades cleared through the house. All we 
know is that 'Tom' bought and sold so many thousand bushels of 
grain in a day, dealing with 'Dick' or 'Harry,' and that the returns 
of these other traders exactly correspond with 'Tom's' records. 
We don't know or care whether the trades were individual or for 
.customers. That detail is a matter for t*he members' bookkeepers. 
Under the system the tying up of large sums of money in margins, 
in event that a long or short on the other end refuses to 'ring out,' 
is avoided. Thus an evil which tends to concentrate future trading 
into the hands of the stronger firms is eliminated. The theory is 
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that the small firm has the same right as the big one to handle 
future business, so long as the margins tendered to the clearing 
house are sufficient to protect the trades involved." 

So well is the Board of Trade Clearing Company's system 
regarded that it has recently been copied by a similar organization 
in the St. Louis Merchants' Exchange. Nashville traders borrowed 
the idea a few months ago, and the system is in use in Omaha, 
Wichita and New Orleans. — By T. J. Tanner. 

Omaha Grain Exchange 

The nearer the point of production a market is situated, the 
greater the efficiency of that market, both to the producer and the 
consumer. This maxim has unquestionably been proven by Omaha, 
the youngest grain market of importance in the United States, which 
has risen in six years from a mere distributing point to a position 
among the first grain markets of the country. 

From the time of the formation of the Omaha Grain Exchange 
to the present, the market has steadily grown in efficiency, and the 
skeptic who at first looked with apprehension on the exchange, has 
grown to respect and support it — the country shipper and outside 
purchaser alike attesting to its stability. Omaha is purely a primary 
market, and the only purely primary market of prominence in the 
country. Not a bushel of grain is received during the year except 
that which is shipped from the country stations. Fully fifty per cent 
of this is in turn reshipped to points other than established markets. 
This fact alone proves its efficiency as between the producer and 
consumer. 

The country shipper of Nebraska, South Dakota and Western 
Iowa, consigning his grain to Omaha is not only assured of prompt 
railroad service because of the proximity of the market and thereby 
lessening his chances of deterioration, as in the case of corn, but this 
short haul greatly reduces his interest charges which are a big item 
during the course of a year's business. The weighing and inspec- 
tion departments, which are independent and under the control of 
the exchange, are of the highest standard, and no better safeguards 
are offered in any market. The fees of this department are less than 
at any other large market. The reinspection rules are strictly 
adhered to, and the matter of discounts is left to a committee of 
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unbiased members of the exchange, who determine what discounts, 
if any, shall be allowed, according to the values of the grain and 
not according to any set averages of grades. Trading among the 
members is broad and liberal and a more square, more aggressive 
association of business men cannot be found anywhere. Prices are 
uniformly on a parity with the other markets, and the price of oats 
has been higher in Omaha the past two years than at any other 
point. For years, it has easily maintained the proud position of 
Second Primary Corn Market. Omaha has started the year 19 11 
as the fourth primary market of the United States. 

Previous to the organization of the exchange, the elevator 
capacity was 2,140,000 bushels and the receipts for 1904, which was 
the first year of the existence of the exchange, were less than 18,- 
000,000 bushels, of which approximately 4,000,000 bushels were 
wheat; 9,000,000 bushels corn and 4,050,000 bushels oats. Com- 
pared with this, the market received 24,000,000 bushels of corn alone 
last year, being the second primary corn market of the country. 
Receipts for the last two or three years have been about 43,000,000 
or 44,000,000 bushels, or two and one-half times as great as for the 
first year of the life of the market. The elevator capacity has 
almost trebled, being now 6,115,000 bushels. 

Though total grain receipts for last year varied but slightly 
from the previous year, Omaha gained over 3,000,000 bushels in 
corn receipts, growing to greater importance than ever before as a 
primary corn market. It is not strange, though, that corn receipts 
are large, or that it is expected that they will be still larger in coming 
years, as Omaha is a natural market for two great corn states, Ne- 
braska and Iowa. 

When the exchange was started, it was with a limited number 
of "smaller dealers ;" the line companies had practically all the busi- 
ness. Now thirty-eight active grain firms hold membership in the 
exchange, with ninety-two active grain members. And at the same 
time the line companies are doing more business than ever before. 
The market has broadened. A large percentage of the membership 
does a consignment business and the market is broad enough now 
so that any commission merchant can always find an outlet for his 
patron's grain at attractive figures. More actual transactions have 
been made on the exchange floor within the last year than in any 
other year in the exchange's history. The records of Chief Grain 
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Inspector Powell show that more grain, by 25 per cent, was weighed 
and inspected in Omaha in 1910 than in any other previous year. — 
F. P. Manchester, Secretary. 

The Buffalo Corn Exchange 

The grain trade of Buffalo prior to 1906 was associated with 
the Chamber of Commerce, which was the general commercial 
organization of the city, representing as it did all branches of local 
industry. For a long period previous to this the Buffalo grain 
merchants enthused with a growing pride in their city and realizing 
the magnitude of the grain business which it enjoyed, determined 
that Buffalo, like all other large grain centers, should support an 
exclusive grain organization. Consequent upon this universal desire 
to boost the commercial interests of the great city of Buffalo and to 
unite all the representative grain interests of this port under an 
exclusive association, the Corn Exchange of Buffalo was organized 
and commenced active operations in April, 1906. At this time the 
departments of inspection and weighing of grain were assumed by 
the corn exchange and entire jurisdiction over all matters pertain- 
ing to the grain trade were taken by the newly organized body. 

At the outset, the corn exchange enjoyed the confidence and 
respect of her sister grain exchanges and was abundantly supported 
by the grain trade at large. The Buffalo grain interests teeming 
with pride in the success of their efforts, have perfected an organi- 
zation representing an exclusive cash grain market, unsurpassed in 
the United States. The success of the grain business in this city 
is evidenced by an increase in the annual working force in the 
inspection and weighing department of from seven employees in 
1898 to thirty-two in 191 1. 

Buffalo is especially favored as a grain center, it being an 
undisputed fact that it is the greatest as well as the most available 
distributing point in the United States, due to the exceptional 
geographical position which it enjoys and the transportation facili- 
ties it possesses, both rail and water. The city located as it is at 
the foot of the Great Lakes is a magnet between the grain shipping 
interests of the West and the Northwest and the Atlantic seaboard, 
being accessible by numerous trunk line railroads of which Buffalo 
is the terminus. Upwards of fifteen railroads enter the city, render- 
ing the most complete facilities for handling the grain product of 
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vthe West and distributing same throughout the East and South. 
The elevator facilities are unexcelled with a capacity of upwards of 
22,000,000 bushels, and at an approximate cost of $14,000,000. 
This elevator capacity for receiving grain from lake vessels and 
railroads and transferring same to canal boats and cars makes a 
possible transfer capacity each twenty-four hours of 5,500,000 
bushels. Also the malting interests of this city represent a total 
storage capacity of 11,550,000 bushels with an estimated capital 
of $6,000,000. 

The large transfer elevator capacity and facilities for handling 
grain, afford a great protection to shippers, especially of corn, which 
at certain seasons of the year is susceptible to rapid changes in 
condition. Such grain is cooled, dried and put into merchantable 
condition for a reasonable charge, thus placing the Buffalo market 
in an enviable position for the disposal of soft corn, and any other 
grain which is out of condition. This is partially evidenced by a 
comparison of the receipts of corn in 1910 of about 37,793,368 
bushels as against 31,478,578 bushels in 1909. 

Buffalo is also listed among the first cities of the United States 
for its flour milling industry, which showed an output in 1910 of 
4,095,650 barrels, an increase of 695,000 barrels over 1909. During 
the year 1909 and 1910 the milling industry has been greatly im- 
proved and the output increased 8,000 barrels daily, with a total 
daily output of 20,000 barrels, making it the second milling city 
in the world. 

Taking a resume of Buffalo's superior advantages as a grain 
market, it occupies a position unexcelled in this country, which is 
evidenced by its excellent geographical position, its elevator equip- 
ment, its lake and rail facilities for receiving, handling and dis- 
tributing grain and grain products, and the protection afforded 
the grain trade through the organization of the corn exchange, 
which it is the duty and privilege of this and all other grain 
exchanges to provide. — Fred B. Pond, Secretary. 

The Commercial Exchange of Philadelphia 

After a successful history of fifty-seven years, keeping in 
close touch with the domestic and export grain trade of the United 
States and the exact situation in other countries, and always in the 
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lead for the greatest advantages of its terminal port, the improve- 
ment of the water rail facilities, and the most equitable rates and 
regulations for traffic, the highest standard inspections of all manner 
of grains, as well as flour, feeds, hay and straw, together with 
provisions, the members of the commercial exchange can look back 
through the dim vista of the past with the greatest pride on the 
many substantial accomplishments brought about for the advantage 
of the growing business interests of Philadelphia and the Keystone 
State, with its busy neighbors, almost entirely through the efforts 
of this prominent and influential trade organization. 

Like many leading commercial associations of the present 
day, its beginning was of the humblest character, but "great oaks 
from little acorns grow." For, in the year 1854 a modest coterie 
of flour and grain men assembled in a small room on the second 
floor at Second and Gold streets, and after some interchange of 
opinions, they decided to form a business association, and a tenta- 
tive constitution and by-laws were adopted. At the next meeting 
a ponderous leather-bound book was presented, still in the posses- 
sion of the exchange, in which the first minutes were recorded, and 
the signatures of the men who were the leaders in this movement 
are therein contained, as legible as on the day when they were 
written, and it may be of some interest to note that the penmanship 
of those times was exceedingly ornate, inasmuch as the signatures 
of the most conservative of the merchants are replete with really 
graceful flourishes. 

William B. Thomas, the father-in-law of Hunter Brooke, the 
present head of the well-known malt and grain firm, first a colonel, 
then a general in the Federal Army, and afterwards Collector of 
the Port of Philadelphia, presided at these early meetings, and 
was chosen chairman of the committee to draft the constitution 
and was installed the first president of the then known Corn 
Exchange Association ; Samuel L. Witmer was made secretary. 

For a time the preliminary organization became known as "The 
Flour and Grain Exchange Association," for it was then simply a 
combination for the furthering of the retail trade, and many of the 
great tracts of land which since have made wheat history for the 
world, were then only known as virgin soil. The telegraph had 
just rounded its first decade, and the inter-continental cable had 
not been laid. In those days the grain trade in general had 
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the romance of uncertainty, and modern speculating in grain 
is like betting on a sure thing as compared to the reckless way 
in which Dame Fortune was wooed when the exchange was in its 
infancy. 

For example, a ship would leave this port and put out to sea 
laden with grain. The consignor did not know what he would get 
for the cargo. The trip might be an entire loss, or perhaps a snug 
little fortune was realized. Often times there would be a rumor in 
this country that there was a famine in Ireland, and as it took a 
sailing vessel at least two months to make the voyage across the 
ocean, the distress could be relieved before the ship reached 
Liverpool. 

The skippers of the grain ships were mainly of that sturdy, 
resourceful type who would frequently be entrusted with selling the 
grain when the coast of England was reached. If the captain of 
the craft was not accorded this responsibility, a young man from 
the broker's office, or a member of the firm listed as a "supercargo" 
would make the voyage. As sixty days was the average time to 
sail across the ocean, it was usually an additional month before the 
consignor could learn what had been the fate of the cargo. During 
those long, long waits the merchant of Philadelphia controlled his 
nerves as best he could, haunting the ship offices to glean the 
thirty-day-old gossip. 

But if the news at last proved favorable the profits were often 
large and the financial harvest added an encouraging zest of adven- 
ture to the next cargo which was sent out from the port. But 
things are different now, for that was over half a century ago. 
Now the grain and flour, feed and hay are bought in the West 
and elsewhere by wire, and if the grain goes to England, it is sold 
by cablegram, and the transportation is frequently arranged by 
telephone. The shipper knows just how the market stands at every 
point in the civilized world, and through the up-to-date business 
progression, the old-time romance of wheat and corn exporting has 
been completely wiped out of existence. 

The initial meetings of the exchange were held at Second and 
Gold streets, but as the association became strong in membership 
and influence, a building of its own was erected on the east side of 
Second street, between Walnut and Chestnut, which was styled the 
Chamber of Commerce, and was pointed out as the headquarters 
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of the grain trade to business strangers coming to the city. The 
exchange occupied the second floor, with offices below, the 
structure being on the historic ground of the old "Slate Roof" 
house of William Penn, and when the "Corn Exchange" proposed 
to build, and William Welsh, at the head of a committee of citizens, 
secured the property, the Quaker element was shocked as they 
maintained that a priceless relic was sacrificed. When it was 
proposed to purchase as far south as Walnut street, the discovery 
was made that a small portion of land, twelve by sixteen feet, was 
not covered by original deeds or patents. This proved to belong to 
the Six Nations, to which it had been presented by the sons of 
William Penn, when the Indian Chiefs, on a visit to Philadelphia, 
refused to negotiate a treaty or even talk about it, until they could 
stand on their own ground and build a council fire on their own 
land. One of the committee visited the Indian Reservation on the 
Allegheny River, and was referred to "Colonel Parker," their chief 
in New York. He confirmed the fact, but said there was no record, 
a wampum belt having been the confirmation. This belt has since 
been deposited at Albany, with all the wampum belts of the Six 
Nations, and said to have been destroyed by the recent fire at the 
Capitol buildings. Granville Penn visited this plot of ground and 
knew all about it. The exact location is in the rear of 45 South 
Second street. The dedication of this new home took place on March 
1, 1869, just a year following the change of the name of the organ- 
ization from the Corn Exchange Association to the Commercial Ex- 
change of Philadelphia, and after an occupancy of nine months a 
disastrous fire broke out and the building was burned to the ground, 
the entire fire department of the city failing in their endeavor to 
save the structure which was of brick. 

The next great chapter in the history of the exchange was the 
movement which brought about the establishment of the American 
Line of steamships making quick communications between this port 
and Great Britain; then came the stubborn but successful contest 
with New York to retain the ruling differentials here, which was a 
long-drawn period of trade warfare. Before the war Philadelphia 
had an extensive trade with the southern states, and after peace 
was declared the main source of supply was in Pennsylvania, Ohio, 
Southern Delaware and Maryland. This condition, however, was 
changed by the outreaching of the western trunk lines when the 
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great wheat and corn belts, west and northwest of the Missouri 
River, were thrown open. 

Thirty or forty years ago 20,000 pounds was considered a 
maximum freight car load, and all above that was charged as excess 
freight; now the maximum is easily 100,000 pounds. 

In 1854 the grain firm that had a correspondent one hundred 
and fifty miles away within the country was considered unusually 
progressive, while now the members deal two thousand miles inland 
and three thousand miles over the water. With the development of 
the industry came a change in the class of memberships, which in the 
beginning covered miscellaneous business. Coal dealers, liquor men, 
grocers and dry goods merchants have dropped out and those princi- 
pally interested in cereals are mainly in evidence now. The member- 
ship is comprised largely of those handling flour, feeds, grain, hay, 
straw and provisions, though leading representatives of the banks, 
railroads, shipping lines, distillers and brewers are still on the roll. 

In 1894-5, when the "Bourse" was completed with its mammoth 
building which extends from Fourth to Fifth streets the length of 
an entire square, and modeled after its foreign namesake, the only 
establishment of its kind in the United States, the Commercial 
Exchange disposed of its stock holdings in the Chamber of Com- 
merce building, and, under President E. L. Rogers, made a lease 
for their present quarters on the north side of the main floor of the 
Bourse which they now occupy ; and, while for a time some of the 
veterans in the grain trade looked upon the move of abandoning 
their old home for a modern leasehold, as an unfortunate move and 
loss of identity, the great advantages derived in the accommodations 
and facilities, including telegraphs, tickers, quotation boards, long 
and short distance telephones, office, floor and sample table space, 
postoffice, reading, writing and news rooms, with dining restaurant 
and every known up-to-date equipment and privilege, they have 
become fully reconciled to its untold improvements and comforts. 

The grain inspection department for twenty-five years in 
special personal charge of Captain John O. Foering, who received 
all inspection dues and paid his corps of assistants, bringing the 
character of inspections at this port up to the highest standard, has 
now become a fixed department and asset of the exchange, whose 
chief official is William J. Duffy, who occupies a special room in the 
Bourse building with his deputies. 
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While the exchange is one of the oldest trade bodies in the 
country, from time to time at the closing of each year it has thrown 
its dignity to the winds and lined up the grain men against the 
flour men in a pitched battle over the grain floor, after call hours, 
pelting each other most mercilessly with sample bags of grain and 
flour until one side gained the victory. But reform and progressive- 
ness became popular a year ago, and this ancient but strenuous 
custom has been consigned to the tombs of the Capulets, and music 
and song and good fellowship now usher out the old year. 

In the early days the annual elections were most expensive and 
exciting, champagne flowed like water and "green wads" changed a 
plenty, and cabs and carriages gave free rides to voters from every 
section of the city. Now, with an occasional exception, this annual 
affair, which closes with a luncheon, is a veritable "love feast." 

Exports of corn in 1900 footed up 33,452,170 bushels, and in 
1908 there was shipped abroad 17,061,938 bushels of wheat, and in 
1899 the export oats total footed up 7,880,766 bushels ; but since 
Russia and the Argentines have gone into sharp competition for the 
European balance grain trade, exports here as well as elsewhere 
have fallen off considerably. 

The Milwaukee Chamber of Commerce 

The Milwaukee Chamber of Commerce is one of the oldest 
exchanges of the West or middle West, and Milwaukee, at one 
time, as we are fond of recalling, was probably the principal primary 
market of the country. That proud distinction cannot be claimed 
for her now, under the changed conditions of transportation, the 
shifting of population centers and the development of new territory, 
but Milwaukee, nevertheless, lays rightful claim to many advan- 
tages as a market for grain that will ever keep her in the front 
rank, and there will be in the future an organized and systematic 
influence at work to keep these advantages and the superior facilities 
existing in this market, before the eyes of the rest of the world. 

Considering Milwaukee as a market to which the shipper may 
profitably consign his grain, hay and seeds, we are proud of our 
weighing and inspection departments, and are gratified to know 
that Milwaukee weights have an enviable reputation for reliability 
among the trade, as has so often been testified to. 

Milwaukee is one of the very few large markets of the country 
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where the inspection of grain is not under the control of the state. 
The inspection here is under the supervision of the Milwaukee 
Chamber of Commerce, and in the fifty odd years that this has 
been so, no occasion has arisen for placing the inspection of grain 
in any other hands than those of the chamber of commerce. The 
department is constantly striving to improve methods and increase 
efficiency, until there has been evolved an almost perfect piece of 
mechanism which serves the association of six hundred members, 
composed of all the varied interests, receiving, shipping, milling, 
malting, etc., with equal justice and fairness to all. 

The improved methods adopted for the sampling and inspection 
of grain have been the means, during the past year, of attracting 
buyers to this market, where the grades of grain can be fully relied 
upon, comparing favorably in this respect with any other market. 

Milwaukee as a Market 

Milwaukee furnishes an excellent market for wheat and all the 
coarse grains. Mills and malting establishments require wheat and 
barley for manufacturing purposes, and during 1910 approximately 
6,000,000 bushels of wheat and 11,000,000 bushels of barley went 
into local consumption for the manufacture of flour and malt, 
respectively. 

The total receipts of all kinds of grain at Milwaukee during 
1910 were 48,355,914 bushels, with two exceptions, viz. : 1898 and 
1899, the largest in any year in the history of the city. 

Corn and oats are handled extensively here, and a large trade 
exists with Eastern territory in these grains. An exceptionally 
good outlet to the East is found in the transit lines across Lake 
Michigan to Grand Haven and Ludington. Car-ferry and break 
bulk service in connection with the Pere Marquette and Grand 
Trunk Railways, is maintained throughout the entire year. The 
eastern buyer is enabled to receive an official certificate which 
shows him that the weight of grain being transferred through the 
elevator of the railroad company on the east shore of Lake Michi- 
gan, has been determined under the supervision of a sworn weigher 
of the Milwaukee Chamber of Commerce. 

There is no market more favorably situated than Milwaukee, 
so far as the cost of freight transportation is concerned, and ship- 
pers are given the benefit of the lowest freight rates in having their 
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grain ultimately placed with the dealer, manufacturer or consumer, 
either in the western or eastern market. 

The railway companies, during the past year, have greatly 
increased the terminal facilities at Milwaukee, and grain shipments 
are given preference over nearly all other kinds of freight. Switch- 
ing arrangements, both locally and to connecting lines, are now 
perfect and at the least expense to the shippers. 

Much has been recently said and written regarding "privilege 
trading," a form of contract which is used in most all markets, but 
with certain restrictions or modifications in some. 

Trading in privileges is one of the features in this market. It 
has never been regarded as illegal in Wisconsin, as it has been 
declared in some other states. In fact, a Wisconsin law of the 
1902-03 session asserts: 

"That in every purchase or sale, or purchase and sale, and all 
other transactions by or between members of any lawfully con- 
stituted chamber of commerce or board of trade organized under 
or by virtue of the laws of this state, and in accordance with the 
charter of such corporation, and the rules, by-laws and resolutions 
adopted therein, shall be prima facie valid." — H. A. Plumb, 
Secretary. 

The Toledo Produce Exchange 

With its splendid location and almost unrivaled transportation 
facilities, Toledo stands well to the front among the terminal grain 
markets of the country. The city can look backward to a glorious 
past in the annals of grain history, but. what is more important, the 
market is flourishing lustily at present and gives promise of con- 
tinued growth and development. Reasons why the city at the mouth 
of the Maumee always has been a big grain center are not hard 
to find. Twenty-one steam railways draining one of the most fertile 
agricultural sections on the face of the globe make it the fourth 
railroad center in the country. Another powerful factor is the 
magnificent harbor, on whose ample bosom could snugly nestle all 
the craft on the great lakes without any crowding. There are 
practically fifteen miles of water deep enough for vessels of maxi- 
mum draught. 

In a number of important particulars, Toledo is really a world's 
power. It is the center for the milling of soft winter wheat flour, 
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and leads in this type of grain. As the leading clover seed market, 
Toledo gets recognition abroad as well as at home. 

In the matter of elevators, Toledo is splendidly fortified. While 
the gross capacity is somewhat less than in former days when 
wooden houses predominated, the fact that practically all are of 
modern fireproof construction, shows the storage proposition in a 
better light. The general impression is that the day of the danger- 
ous frame structure has neared the end. It is a matter of interest 
that in Toledo, the first iron tank for grain was built. This was 
in 1894. Recently, concrete has been used with such success that 
more elevators will be built of this material. To Toledo belongs 
the credit of successfully experimenting with the movable marine 
leg for handling cereals and flaxseed. 

Toledo is destined to broaden out from practically a strictly 
winter wheat milling center to a distributing point for spring wheat. 
Flour men, realizing the advantage of Toledo as a strategic point, 
are pulling together as never before in an effort to get the market 
all it deserves in the way of freight rates and other things. Most 
local mills are realizing the importance of spring and winter wheat 
blend flours and the demand for local use and shipment to interior 
points continues to enlarge. 

Besides giving Toledo first rank in the world as a market, the 
trade in field seeds helps the grain business materially. There is 
a reason why the city plays the leading role in clover seed. Toledo 
is located in the center of the richest clover territory in the country, 
the productiveness, it is believed being the result of moisture 
carried by winds from the great lakes. The local seed market is 
notable for its exclusive system of trading in futures. In no other 
market are there transactions in clover futures. 
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COTTON EXCHANGES AND THEIR ECONOMIC 
FUNCTIONS 



By Arthur R. Marsh, 
Ex-President, New York Cotton Exchange. 



Within the brief space of a little more than one hundred years, 
cotton has risen from a comparatively insignificant article of com- 
merce to such a position, that to-day it probably surpasses all 
other commodities in the money values involved in its production, 
distribution, manufacture, and final delivery in the form of finished 
goods to the consumer. Though wheat and the other food grains 
appear to be more immediately necessary to the life of the race, 
cotton to-day surpasses them in value and consequently in its 
annual demands upon the liquid capital of the world. Iron and 
steel are more impressive to the imagination, because of the visible 
magnitude of the industries required to provide them ; but iron 
and steel fall far behind cotton in their total demands upon the 
world's credits, in the number of human beings employed in 
providing them, and in their universal importance in the world's 
trade. All other textile materials, even wool, have fallen into 
comparative insignificance by the side of cotton. And every year 
sees a further increase in the uses and in the demand for cotton, 
accompanied by an extension of its culture and an increase of 
its importance in commerce and finance. Nobody knows exactly 
how much cotton the world already grows and manufactures into 
fabrics, for there are still great portions of the earth, where 
cotton is known to be raised on a vast scale, which are either 
incompletely or not at all covered by statistical information. India, 
for example, where cotton is known to have been raised and 
spun since at least eight hundred years before Christ, produces 
every year a crop about whose magnitude exact information is 
limited to the portion that reaches the ports, like Bombay, Madras, 
Tuticorin and one or two others, while the possibly larger quantity 
spun and woven by hand in the native homes is only inadequately 
guessed at. There are some reasons for thinking that China is 
the greatest producer of cotton of all countries, and a recent United 
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States consular report from Hong Kong puts the possible value 
of the annual consumption of cotton goods in China, chiefly made 
by home workers out of native cotton, at the enormous figure 
of $1,000,000,000; but the only exact statistics we have as to 
the production of cotton in China are confined to the few hundred 
thousand bales annually exported to Japan and other countries. 
Again, it is known that very considerable quantities of cotton, 
statistically unaccounted for, are raised in Brazil, Peru, and other 
South American countries; and that the same is true of Asia 
Minor. These are the uncertainties ; but, turning to what is known 
by means of trustworthy statistics, we find the sum total of the 
cotton production of the world attaining vast proportions. The 
United States alone can be counted on to-day for an average yield 
of not much below 13,000,000 bales of 500 lbs. weight; India 
produces not far from 5,000,000 counted bales; Egypt, about 
1,000,000; Asiatic Russia gave last year 900,000 bales; China, about 
600,000 counted bales ; Mexico, about 225,000 bales ; Brazil, 220,000 
bales; Asiatic Turkey, about 150,000 bales; Peru, 110,000 bales; 
and other countries not far from 250,000 bales. Here is a total 
of about 21,500,000 bales of cotton, which may be taken as approxi- 
mately the annual production of the world at present. And all 
this cotton, and more, is required as raw material for the world's 
spindles, the number of which, as enumerated statistically, has 
risen to nearly 140,000,000. Indeed, the supply of cotton is actually 
less than these spindles require for full operation. And the value 
of this cotton in its unmanufactured state is not far from $1,750,- 
000,000, while its value after manufacture cannot be much less 
than $4,000,000,000, and is undoubtedly much more than this before 
it reaches the consumer. 

It is upon the cotton merchants that the duty falls of gathering 
up every year this great aggregate of cotton, requiring this large 
sum of money to finance it, from all the various countries where 
it is produced, and of distributing it in exactly the quantity and 
quality needed to all the cotton manufacturers of the world, 
wherever their mills may be situated. It is a current saying of the 
financial world that "cotton is gold," which means that cotton, 
no matter where it may be, can always be turned into money 
at once. No other commodity is comparable with cotton in this 
respect. And the cotton merchants are looked to for the provision 
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of all the commercial arrangements necessary to make this possible. 
They are expected to have ready the money or the credit to pay for 
every bale of cotton offered for sale, wherever it may be, whether 
in the smallest interior town of the Southern United States, or 
in the interior of India, or in the Soudan. They are also expected 
to be ready to provide any spinner anywhere with the exact quantity 
and quality of cotton he needs for the manufacture of the particular 
kinds of goods his mill is equipped to turn out. And not only 
are the cotton merchants expected to do these things, but they 
do them. The only limitation upon their achievement arises from 
an occasional under-supply of cotton or of particular kinds of 
cotton which spinners would like to have. There is no limitation 
at all upon their furnishing a continuous market for all the cotton 
which is annually produced. They have completely covered the 
earth with a network of commercial and credit connections; they 
have provided means of practically instantaneous communication 
between markets and agencies for gathering and disseminating 
information ; they have made the arrangements for buying and 
warehousing and separating the cotton according to its qualities 
and for shipping. Their operations are among the most important 
factors in the daily course of the world's finance. Unobserved 
they affect the balance of trade of the greatest nations, daily influ- 
ence the course of international exchanges, produce changes in 
the interest rates in the great money markets, and sometimes, as 
during the American panic of 1907, furnish the wherewithal to stay 
national disaster. Their function is, then, one of the most important 
in modern commercial and financial life. 

In the performance of this function, and in carrying along 
continuously without confusion of checks or periods of suspended 
activities this world-wide business, the cotton merchants have 
found it desirable and even necessary to avail themselves of great 
common markets. Here they can constantly meet, either in person 
or through representatives, and not only exchange information, 
but enter quickly and safely into the multitudinous transactions 
with each other and with the world at large, which are required 
in the complicated process of bringing all the cotton of the world 
into the channels of commerce and insuring that all of it, in the 
right quantity and quality, shall reach the spinners who need it, 
wherever they may be. Perhaps it would be more exact to say 
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that out of the very necessities of the cotton trade, and without 
conscious purpose on the part of individual merchants or groups 
of merchants, great common markets have grown up, their location 
really determined by the economic requirements of the case, and 
that all considerable cotton merchants, the world over, find it 
advantageous to make use of these markets in the conduct of their 
business. Such world-markets for cotton should not be confused 
with the multitude of lesser local markets, scattered all over the 
districts where cotton is produced, in which the preliminary 
gathering together of the various cotton crops is done and which 
serve as the primary points of distribution. Important as some 
of these lesser markets are, by reason of the quantity of cotton 
handled in them, and necessary as they all are, the business 
transacted in them is at once much more limited and local and 
of a radically different kind from that done in the great world- 
markets. In a sense they are merely subsidiary to and dependent 
upon the latter, and they look to the latter for the real determination 
of most of the questions which arise in the course of trade. The 
prices at which cotton is bought and sold in them, for instance, 
are invariably reflections of the prices which are being made in 
the continuous transactions of the great markets. The forces 
of demand and supply do not converge directly upon them, but 
only indirectly through the great markets. This is not to say 
that this or that of these lesser markets may not be so largely 
the source of supply of some particular character or quality of 
cotton as to give it a kind of authority over the relative price 
of that character or quality, compared with the general level of 
cotton prices. But this general level of cotton prices is always 
determined by the balance of the forces of supply and demand 
in the great markets. It is in the great markets that, so to speak, 
the entire cotton consuming world is, through the mediation of 
the cotton merchants, brought into direct relations with the whole 
cotton producing world, and that the exchange of the commodity 
produced by the one and required by the other takes place, if 
not physically, at least in the sense that the terms of the exchange 
are there fixed. To such an extent is this true that there is a 
popular misapprehension, particularly among producers of cotton, 
to the effect that in the great markets there is some unavowed 
method among merchants by which the actual price of cotton is 
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consciously and, as it were, by unanimous consent determined 
upon from day to day, and that this price is then made the 
basis of all the operations of the merchants as buyers or sellers 
of cotton for the time being. Although it would be impossible 
to get farther from the truth than does this proposition, it yet 
has wide currency, and in one or another form shows itself in 
most of the political and commercial agitations with regard to 
the cotton trade. In real truth, the cotton trade is probably the 
most freely and completely competitive of all branches of commerce ; 
its course is the most completely determined by the forces of 
demand and supply, not merely from week to week or from day 
to day, but it may even be said from minute to minute. As will 
be shown later, some of the most important functions of the great 
markets are directly due to the absence of any intended and asso- 
ciated effort to decide what the price of cotton should be. And 
the influence of these markets upon the buying and selling of cot- 
ton everywhere is due simply to the fact that they are known to 
register infallibly at every moment the exact forces of world 
demand and world supply which are making themselves felt, and 
the prices which result from the balance of these forces. They 
are instantaneously affected by every form of demand that declares 
itself, whether coming immediately from spinners or from cotton 
merchants who have a demand from spinners or from yarn and 
cloth merchants who are able to put through business in their goods 
or from speculators. They feel just as quickly every increase in 
the supply, whether from cotton producers themselves, or from 
merchants who have bought from the producers, or from spinners 
who find they have on hand more cotton than they can prudently 
carry for immediate use or from speculators who are ready to 
sell now what they think they can buy later at a lower price to 
■ fulfil their contracts. All the varying conditions of every cotton 
producing and of every cotton manufacturing country are immedi- 
ately reflected in these markets ; and the course of prices in them 
is the r.esultant curve of so incalculable a number of forces that 
no human mind can hope to do more than forecast it tentatively 
and in the most general way. And still it remains true that it 
is the course of prices in the great markets which serves as a guide 
to all cotton merchants and less directly to all cotton manufacturers 
and all distributers of their goods in the conduct of their business 
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from day to day. And the cotton producer relies upon the same 
guide; for the humblest cotton grower in the most remote district 
in the southern states of America will to-day not sell his cotton 
until he has informed himself of the latest prices in the great 
markets. Moreover, he is easily able to do this, by reason of the 
remarkable way in which this information is now speedily and accu- 
rately transmitted to every place which has any interest in cotton. 
The cotton markets which by force of economic circumstances 
have risen to the place of great world-markets in the sense just 
described are New York and New Orleans, in the United States; 
Liverpool, in England; Bremen, in Germany; Havre, in France; 
Alexandria, in Egypt; and Bombay, in India. But even between 
these seven markets there are differences in the degree to which 
all their economic and commercial functions are developed, and 
consequently in their relative importance to the -trade. In only 
five — New York, New Orleans, Liverpool, Havre and Alexandria — 
can it be said that every kind of operation required in the cot- 
ton business is continuously carried on; and of these five, two, 
Havre and Alexandria, have limitations which remove them from 
the class of first importance. The business of Havre, though fully 
developed in all its forms, is chiefly confined to serving the needs 
of France, which is comparatively low in the list of cotton-con- 
suming countries. In Alexandria, all operations are confined to 
cotton of Egyptian growth, which, though of great importance 
because of its peculiar qualities, is produced in comparatively small 
amounts each year and consequently affects only to a moderate 
extent the general problem of the supply of cotton and the demand 
for it. On the other hand, Bremen, though a market of the first 
importance for actual cotton, drawn upon not only by Germany, 
but also by Austria, Russia, and the smaller countries of North- 
ern Europe, has been prevented by German governmental action 
from carrying on openly one of the most important forms of trad- 
ing in cotton, making contracts for future delivery, and as a result 
its merchants are obliged to rely mainly upon Liverpool and New 
York for the opportunity to transact an essential part of their 
business. It follows, naturally, from this incompleteness of func- 
tion that the market of Bremen is comparatively unimportant as 
a register of the forces of demand and supply and of the prices 
made thereby. Finally, Bombay, while the chief market for the 
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great Indian cotton crop, has not yet adopted in their complete- 
ness the methods used by the cotton merchants of the United 
States and Europe. It deals in a kind of cotton which, though 
of general value, is of a peculiar quality and much less desirable 
for spinners than cotton of other growths. Accordingly, the trans- 
actions which take place in that market have far less general signi- 
ficance than those of the great Western markets. Thus we are 
brought to the conclusion that even among the major cotton markets 
of the world there are only three of the very highest class, New 
York and New Orleans, in the United States, and Liverpool, in 
England. It may fairly be said that in these three markets the 
entire world of cotton is reflected. The entire cotton trade looks 
to them for guidance from day to day, bases all its operations upon 
the course of prices established in them, and follows with the closest 
attention every development in them which serves as an indication 
of the way in which the balance of supply and demand is swinging 
or is about to swing. 

By reason of the volume of daily transactions in these great 
markets and of the importance of them to the whole cotton trade, 
the cotton merchants doing business in them found it desirable 
many years ago to associate themselves together in bodies corporate, 
known as- cotton exchanges, for the purpose of establishing and 
maintaining just and reasonable and publicly announced rules, 
under which all dealings between the merchants should be conducted, 
and which should serve as a basis to the cotton world generally 
for interpreting the course of events in the markets themselves. 
This was particularly necessary because cotton is a commodity 
requiring a high degree of technical skill in its handling and likely 
to give rise to all kinds of misunderstandings and even to fraud, 
if uniform and clearly defined methods of dealing in it are not 
laid down. In the earlier period of the great rise of cotton to 
economic importance, let us say, up to the middle of the 19th 
century, cotton had been merchandised, even in the greater markets, 
by numerous factors, merchants, brokers, commission-men and other 
dealers, each following his own ideas and employing such methods 
as he saw fit with the cotton producers, on the one hand, and 
with the spinners and his fellow traders, on the other. Hence 
arose constant costly disputes and much confusion and loss, to 
say nothing of unjust advantages taken by those who were not too 
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scrupulous. The very terms of every contract entered into were 
more or less loose and vague, and it was impossible for anyone 
in the business to know precisely to what he was committing himself. 
The first movement to obtain better conditions seems to have been 
made in Liverpool, where, on April 2d, 1841, there was organized 
a body called the Cotton Brokers' Association of Liverpool. This 
association, however, did not include all the dealers in cotton in 
Liverpool; its membership was confined to the class of persons 
known in that market as "buying brokers," whose particular busi- 
ness was to select from the available cotton held by merchants 
the particular requirements of individual spinners and to buy this 
for the spinners' account. The objects announced by this new 
organization in the cotton trade were, first, to lay down uniform 
rules under which the members should do business, both with the 
cotton merchants and with their own spinner customers ; and, 
second, to enter upon the work of systematically compiling statistics 
of the available supplies of cotton, both in Liverpool and elsewhere, 
for the information of the members and of the public at large. 
This first formal organization of cotton dealers lasted as an inde- 
pendent body some forty years, but was in 1882 merged with 
the later established general body known as the Liverpool Cotton 
Association. It is, however, entitled to the credit of having shown 
the cotton trade the great advantages to be derived from clearness 
and uniformity of rules, and of having paved the way for that 
careful and elaborate gathering of statistics which has now reached 
such perfection that, with the exceptions already noted, the entire 
world is now covered by the statisticians, and everybody concerned 
with cotton is able to judge for himself what the available supply 
is everywhere. So well did the association fulfil its function that 
for nearly thirty years it was relied upon as the regulator of the 
cotton trade in Liverpool. But with the constant increase of the 
spinning industry in Great Britain and the consequent enlargement 
of the cotton trade in Liverpool, it finally became desirable to 
organize a larger and more inclusive body, which should have as 
members all classes of dealers in cotton. The impulse in this direc- 
tion became the greater, by reason of the many changes in the 
cotton trade occasioned by the Civil War in America. While this 
war lasted, the uncertainty of the supply of cotton, the tremendous 
fluctuations in its price, and the consequent attraction of a purely 
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speculative class of traders to the cotton market brought into play 
economic forces hitherto unknown in the trade and made it impera- 
tive that all dealers in cotton should seek protection from undue 
risks in a much wider and more rigid uniformity of methods 
and rules than ever before. As a result, there took shape in 
Liverpool in the years just following the American Civil War 
a more complete organization of the Liverpool cotton dealers ; and, 
in 1870, this became the Liverpool Cotton Association, which 
still continues to exist as the controlling body in the world cotton 
market of Liverpool. At first the older association of "buying 
brokers" maintained its separate identity, but, as has been said 
above, this was merged in 1882 with the larger body, and since 
that date there has been but one Liverpool Cotton Exchange. 

The same influences that were at work in the cotton trade 
in England had already made themselves felt in the two greatest 
cotton markets of the United States, New York and New Orleans. 
In the early days the merchandizing of cotton in both these markets 
had been conducted in the main upon the lines of the merchandizing 
of all country produce. Commission merchants and factors received 
the cotton from the country, often after having advanced money 
to the planters to grow the crop, and offered it for sale to spinners 
or to buyers for spinners or to exporters. Until the cotton was 
sold, it was carried in warehouses like any other stock of merchan- 
dise. Heavy risks were run and heavy charges incurred in handling 
and distributing each year's crop in this manner. But the dis- 
turbances of the Civil War immensely increased these risks, and 
at the same time forced dealers to adopt various new methods 
in their effort to reduce these risks as much as possible. The 
class of "brokers" greatly increased, and all concerned endeavored 
to find ways to pass on the risks as quickly as possible, aiming to 
act in the capacity of commercial intermediaries, rather than as 
speculative merchants in the old sense. Cotton was accordingly 
passed from hand to hand much more rapidly than before the war 
and the trade constantly grew in complexity. But this very com- 
plexity made more imperative absolute uniformity of rules and 
practices, in order that confusion and loss might be avoided. So, 
within less than a year after the formal organization of the Liver- 
pool Cotton Association, the cotton dealers of both New York and 
New Orleans associated themselves together in cotton exchanges. 
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The New York Cotton Exchange was granted a charter by the 
State of New York on April 8, 1871. The New Orleans Cotton 
Exchange was organized in February, 1871, and was incorporated 
by the State of Louisiana, on September 19th, 1871. The objects 
which the founders of these two bodies had in view are well illus- 
trated by the declarations of Section 3 of the Charter of the New 
York Cotton Exchange, which reads as follows: 

The purposes of said corporation shall be to provide, regulate and main- 
tain a suitable building, room or rooms, for a cotton exchange, in the City 
of New York, to adjust controversies between its members, to establish just 
and equitable principles in the trade, to maintain uniformity in its rules, 
regulations and usages, to adopt standards of classification, to acquire, pre- 
serve and disseminate useful information connected with the cotton interest 
throughout all markets, to decrease the local risks attendant upon the busi- 
ness, and generally to promote the cotton trade of the City of New York, 
increase its amount and augment the facilities with which it may be con- 
ducted, and to make provision for the widows and families of deceased 
members. The said corporation shall have power to make all proper and 
needful by-laws, not contrary to the constitution and laws of the State of 
New York or of the United States. 

It is hardly necessary to give here the detailed history of 
the organization of the cotton exchanges at Bremen and Alex- 
andria, and of the cotton section of the Havre Bourse, all inaugu- 
rated considerably later than the three great exchanges above 
mentioned. Bombay, in spite of its character as a world cotton 
market, has as yet no formally organized cotton exchange. Th 
fact, it may be said that the three exchanges of New York, New 
Orleans and Liverpool stand by themselves in completeness of 
economic type, in equipment to meet all the needs of the world's 
cotton trade, and, consequently, in recognized authority as regis- 
tering the balance of all the forces of supply and demand as regards 
cotton. To such an extent is this true that they have now ceased 
to be simply associations of local cotton dealers in these great 
markets, and have become representative associations of the entire 
trade. Their membership now embraces great numbers of persons 
who are not personally present in those markets at all, and whose 
immediate business is conducted in all sorts of places, often very 
remote from the centers themselves. The New York Cotton 
Exchange, for example, has members not only all over the United 
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States, but also in every important country of Europe and even 
as far away as Japan. Yet all these persons make continual use 
of the great exchanges to which they belong, and base their 
entire business upon transactions made for their account upon 
those exchanges. 

We are now brought to the matter of the nature of these 
transactions upon the cotton exchanges which constitute, so to 
speak, the economic fabric of the cotton trade. And here, before 
proceeding to detail, it will be well to make clear the fact that, 
just as there is a primacy among cotton markets, so also there 
is a kind of primacy among the different crops of cotton produced 
by various countries. Although all cotton, wherever raised, is of 
importance, and although some of the smaller crops, like the Egyp- 
tian, have particular qualities that give them exceptional value, 
there is general agreement in assigning to the crop of the United 
States a place in the economics of cotton that belongs to no other. 
This is both because of the size of the American crop, more than 
double that of any competing country, and also because of the 
character of the cotton itself. Embracing within itself a very 
considerable variety of qualities, suitable for all but a few of the 
needs of all manufacturers, American cotton is par excellence what 
the trade calls the "bread-and-butter" cotton of commerce. 
Wherever there are cotton spindles, even in countries which them- 
selves produce cotton, American cotton is used to a greater or 
less degree. Other cottons are judged in the main in their relation 
of quality and price to American cotton. 

It is, therefore, in connection with American cotton that the 
action of the forces of demand and supply is most fully and sig- 
nificantly manifested. The fluctuations of the price of American 
cotton are, speaking generally, followed not only by dealers in this 
kind of cotton, but also by dealers in all other kinds of cotton, and 
by manufacturers and merchants of all kinds of goods made of 
cotton, as the basis of their business operations. It is not meant 
by this that the abundance or scarcity of other kinds of cotton is 
of no importance or has no effect upon the general level of cotton 
prices. Quite the contrary is the case. But this effect is signalized 
to the cotton trade through the markets for American cotton, rather 
than directly through the noted movements of the prices of the 
other cottons. And, as a result of these commercial facts, the 

(58i) 



264 The Annals of the American Academy 

study of the economic functions of cotton exchanges becomes pri- 
marily the study of those exchanges only where American cotton 
is exclusively or preponderantly dealt in. These are New York 
and New Orleans, in the United States, and Liverpool, in England. 
In the first two, only American cotton is bought and sold, either 
presently or for future delivery. In the last, though Egyptian cot- 
ton is traded in for both accounts and almost all other growths 
of cotton are bought and sold "on the spot," as cotton merchants 
say, the business in American cotton so far surpasses the business 
in all other cottons, that the Liverpool market is generally thought 
of as regards its American section alone. We may go further 
and say that anyone who understands the rationale of the busi- 
ness in American cotton in the three great markets just men- 
tioned will possess practically all that is essential of the theory and 
practice of the cotton business to-day. 

The essential matters to elucidate become these : What are 
the essential characteristics of the commodity, American cotton, 
as an article of commerce? What are the commercial necessities 
or requirements that have to be met in gathering it together from 
the wide area in the southern states over which it is produced and 
in distributing it to those who need it? And what transactions, 
based upon what principles and governed by what rules, are 
required upon the great cotton exchanges, in order that they may 
fulfil the part which they have been described as filling in the 
economies of cotton? It will, perhaps, be clearest to take up 
these questions in their order, as this will permit us to follow 
the logical development of the inherent nature of the matter, to 
which, rather than to the conscious wit of men, the very existence 
of cotton exchanges is due. 

Cotton is a commodity which, though all of it is destined to 
the same use, i. c, to be spun, is remarkable for the number of 
variations of quality which it shows. This is particularly true of 
American cotton. In this fact there is, fortunately, great economic 
advantage, because spinners are, by reason of it, enabled to find in 
each crop just the kinds of cotton which are peculiarly adapted to 
the manufacture of the immense variety of cotton fabrics now 
commonly made. Yet this variety of quality fundamentally affects 
the procedure of the cotton trade and has much to do with deter- 
mining the rules of the cotton exchanges. It is necessary, then, to 
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describe it in its main features. It may be said that the variation 
is of two kinds, — first, length of fibre, or "staple," and, second, 
color and comparative freedom from extraneous matter. To the 
first of these variations the name "staple" is commonly given ; to 
the second, "grade," or "class." These require a brief description. 

The "staple" of American cotton, omitting the limited special 
variety of Sea Island cotton, with a fibre of great length and 
strength, varies in length from about % inch to about ij4 inches. 
Every increase in the length of the fibre results in an increase 
in the value. This is particularly true when the fibre has a length 
of 1 1/16 inches or more. From that point every addition of 1/16 
inch to the fibre adds cumulatively to the price. Though there 
are no sharply defined geographical limits within which the sev- 
eral varieties of staple are produced, it is true in a general way 
that the shorter stapled cottons (from ^5 inch to 1 inch in length) 
are grown in the states on or near the Atlantic seaboard, — North 
and South Carolina, Georgia, Alabama and Florida. The trade 
name for these cottons is "upland." The somewhat longer stapled 
cottons (from 1 inch to 1 3/16 inches in length) are produced in 
the greater part of the Mississippi Valley States and in Texas 
and Oklahoma, and are known as "Gulf" and "Texas" cottons. 
Practically all of the long stapled cotton (from 1 3/16 inches to 
iy 2 inches in length) is grown in that part of the State of Missis- 
sippi called the Delta, lying between the Yazoo and Mississippi 
Rivers, and in part of Arkansas. These cottons are known as 
"rivers" or "benders," because raised on the rich alluvial land 
in the bends of the rivers. In their relative proportions in the 
entire annual crop these varieties of staple stand approximately 
as follows: Uplands, fifty per cent; Gulf, and Texas, forty-five 
per cent; and extra staples (rivers and benders), five per cent. 
It will thus be seen that in the trading on the cotton exchanges 
upland cotton must be given the foremost place, and in fact 
made the basis for all the trading rules, but that special pro- 
visions are required to take care of the more valuable longer 
stapled cottons. 

No matter what the length of staple may be or where the 
cotton may be raised, it varies in respect to its color and in respect 
to the amount of dry leaf, dust and other extraneous matter 
which it shows. In the matter of color three main divisions are 
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recognized by the trade, — white, tinged and stained. White 
cotton is that which has opened in the fields and been picked before 
frost occurs and before heavy winter storms have affected it. 
The proportion of it in any crop varies greatly with the varying 
dates of frost and the character of the weather through the 
picking season. Sometimes almost the entire crop is white cotton; 
in other years less than half of it. It is generally much more valu- 
able than tinged or stained cotton. "Tinges'' are produced by light 
frosting of the cotton bolls before they open, and have a slightly 
yellowish, or golden orange color. "Stains" are due to a combina- 
tion of heavy frost and severe storms, and have a deep orange 
or tawny color. But, whether the cotton be white, tinged or 
stained, it always has in it a certain amount of extraneous matter, 
— dry leaf, specks of dust, bits of husk and so forth. As this 
matter must be taken out of the cotton before it is spun, and is a 
pure loss to the spinner, the relative amount of it in any particular 
cotton affects its value. Consequently all cotton has to be sepa- 
rated into the "grades" which correspond with the amount of such 
matter shown. These grades have names universally current in 
the trade, and most of them descended from the early days about 
which we have little chronicled information. That "grade" which 
seems originally to have been thought to represent a fair average 
of quality has, ever since we knew anything of American cotton, 
been known as "middling." Grades better, i, c., cleaner, than "mid- 
dling" are called "good middling," "middling fair" and "fair" ; 
those poorer, i. e., dirtier, than "middling" are called "low mid- 
dling" and "good ordinary." Modern requirements, however, 
have made it necessary to carry the refinement of sub-division of 
grade still further, and to establish what are known as "half- 
grades," and even "quarter-grades" between the above "full 
grades." The list of "half-grades" above "middling" is in New 
York "strict middling," "strict good middling" and "strict mid- 
dling fair"; below "middling" it is "strict low middling" and 
"strict good middling." The "quarter-grades" recognized in New 
York are "fully middling," "barely good middling" and "fully 
good middling" on the ascending scale; and "barely middling" 
and "fully low middling" on the descending. It should, perhaps, 
be stated here that there is a slight lack of uniformity between 
the great markets in the nomenclature of the intermediary grades. 
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Thus in Liverpool the "half-grades" bear the designation "fully" 
instead of "strict," as in New York. But the cotton trade is 
accustomed to these differences, and no confusion arises therefrom. 
It should also be noted that the range of grading accepted for 
"tinged" cotton is smaller than for "white" ; and that all mer- 
chantable "stained" cotton is called "middling stained," — all 
'stains" below that grade being treated as unmerchantable. The 
essential point to bear in mind is that every one of these "grades," 
"half-grades" and "quarter-grades," as well as each of the colors, 
has a different value. A further point of importance is that it is 
the custom of the trade to arrive at these different values by refer- 
ring always to the current value of "middling" white cotton. 
This white grade of "middling," therefore, is known as the 
"basis grade," and the other grades or sub-grades are valued at so 
much "on" or "off" middling. The scale of the additions to or 
subtractions from the value of "middling," to arrive at the value 
of the other grades, is known as the scale of "differences." 

At this point it is necessary to mention a fact which is one 
of the few causes of commercial disturbance and confusion left 
in the cotton trade. This is that it has not yet been possible to 
bring about complete uniformity of practice in all the markets for 
American cotton with regard to the very essential matter of exactly 
what constitutes each grade and sub-grade of cotton. As there is 
not yet any formal and imperative standard of cotton grades in the 
world, a very considerable variation is found between market and 
market, section and section. What is called "middling" in Augusta, 
Ga., is very different from and much higher than the "middling" 
of Savannah and Charleston. The "middling" of Texas is nearly 
one-half grade better than the "middling" of New York and fully 
one-half grade better than the "middling" of Liverpool. The 
grades of New York do not correspond with those of Liverpool 
or Bremen or Havre, nor with those of many of the spinning 
centers in New England. Expert cotton merchants are, of course, 
familiar with these variations and can make allowance for them, 
but they undoubtedly are a source of confusion all the time. And 
there is the more of this because many of the markets allow their 
grades to vary somewhat from year to year, according to the 
character of the successive crops. It may be said that the New 
York Cotton Exchange is the only great market in the United 
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States that has held without variation to a fixed standard of 
grades. This standard was adopted by a convention of all the 
important cotton exchanges in the country in 1874 and immediately 
put into effect by the New York Cotton Exchange, being rigidly 
adhered to by it ever since, though the other exchanges unhappily 
fell away from it almost at once. Within the past three years the 
United States Department of Agriculture, acting under a law 
passed by Congress, has caused a standard set of grade types to be 
made by a commission of cotton experts ; but these types vary 
materially from what are accepted generally in the trade as the 
different grades, and are as yet incomplete in that they represent 
only Texas and Gulf cotton and not uplands and do not include 
the lowest grades of merchantable cotton. Consequently, they 
have not yet been widely adopted. Properly supplemented, how- 
ever, with what is now lacking, these types could with great pro- 
priety and to the advantage of everyone be put into effect, in the 
United States at least. At the present moment, however, it is an 
unfortunate fact that a high degree of technical skill is required 
to know what is really meant by "middling" and the other grades 
in all the various markets for American cotton. 

Having thus described the essential characteristics of the com-, 
modity, American cotton, we may now pass on to the commercial 
requirements that have to be met in the course of gathering it 
together, merchandising it and distributing it. To begin with, cot- 
ton must be bought and gathered together in the southern states, 
just as it runs, "in gross," as the French say; and it must be 
merchandised and distributed "in detail," to use the French expres- 
sion, — that is, in accordance with the particular needs of particu- 
lar spinners all over the world. The cotton planter wishes to sell 
his cotton just as Nature gives it to him, in all its grades and 
qualities at once. He has no information about the various markets 
for the different kinds of cotton. He knows only in a general way 
the relative values of these different kinds. It is the business of 
the cotton merchant to buy this cotton just as it is offered by the 
planter, — high grades, low grades, varying colors, varying staples, 
all together, — and then to find for each quality its appropriate pur- 
chaser among the spinners. The cotton merchant has to know 
not merely the current value of cotton "in gross," but also the 
values of all the separate qualities upon which the composite 
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"gross" value is based. And the requirements of individual spin- 
ners are just as detailed and specific as the offerings of the planter 
are miscellaneous. Generally speaking, every mill is arranged for 
the use of only certain qualities of cotton, suitable to the particu- 
lar goods being manufactured by it. Other qualities, even though 
superior in point of market value, may be practically useless to it. 
Thus a mill arranged to spin upland cotton can generally do noth- 
ing whatever with bender cotton. To a certain degree the same 
is true of the different grades; what is advantageous in one mill 
involves a loss in another. So the cotton merchant must be familiar 
with what his various spinner customers need and must be ready 
to supply this out of his gross purchases in the South. Here at 
once a difficulty presents itself. The merchant, buying, as he 
must, all grades and qualities, may have an immediate market with 
spinners for only certain of these grades and qualities, and thus 
may have left on his hands for an indefinite time the superfluous 
cotton he has been obliged to buy along with what he really wanted. 
So long as he cannot sell this additional cotton, his "overs," as they 
are called by the trade, he must bear the risk of a decline in its 
value, unless he can find some way in which to protect himself. 
As will be seen later, this inescapable risk and the device of the 
trade for insuring against it, have had more than anything else 
to do with making the great cotton exchanges what they now are. 
Nor is this particular risk the only one the cotton merchant must 
take in order to meet the needs of his spinner customers. For 
the spinners not only desire to buy from the merchant cotton that 
precisely meets their needs ; they also wish to buy it in various 
different ways that will suit their convenience. For example, 
they are in the habit themselves of contracting for months ahead 
the output of their mills, and they desire to buy their cotton for 
delivery to them from month to month as they will require it. They 
look to the merchant to be ready to enter into such a contract 
for the future with them, instead of shipping them at once cotton 
which he actually has on hand. Such contracts for the future 
delivery of cotton to spinners are made in great numbers, running 
months and even years ahead, requiring for their fulfilment some- 
times cotton not yet grown. Thus the merchant continually finds 
himself in the position of having on hand cotton for which he 
has no immediate sale and at the same time of being under con- 
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tract to spinners for the future delivery of cotton which he has 
not bought. No one unfamiliar with the cotton trade can con- 
ceive of the number, magnitude and complexity of these opera- 
tions, which are required by reason of the world-wide character of 
the business of supplying all mankind with cotton fabrics and with 
cotton to make them of. But, obviously, the risks involved in all 
this are very great indeed. When it is remembered that the annual 
supply of cotton is entirely a matter of Nature's bounty ; that from 
one year to the next there is often a variation of twenty per cent 
or more in this supply; that the effect on the price of cotton of 
superfluity one year followed by scarcity the next, is such as to 
produce fluctuations at times of nearly one hundred per cent in 
its market value; — when all this is remembered, it will be under- 
stood how severe are the risks that must be undergone by those 
who gather it together, merchandise it and distribute it. Were it 
not that a way has been found, through the use of the great cotton 
exchanges, to insure against these risks, it is certain that the whole 
conduct of the cotton business must be different from what it is, 
and that the certainty, ease and convenience with which the world 
is now kept supplied with its cotton would be unknown. And 
the world would suffer not only in the matter of cotton itself; 
it would be profoundly disturbed in all kinds of ways as regards 
international commerce and finance. It would be difficult to com- 
prehend in one statement all the economic evils that would result 
from removing so immense an industry as the cotton industry from 
the field of safe calculation and undertaking for the future. 

Fortunately, any such changed condition of things need not 
be contemplated, unless, indeed, certain busy but ignorant political 
agitators should meet with a success beyond probability. As has 
been indicated above, there has been evolved with the course of 
years a method of employing transactions upon the great cotton 
exchanges as a means of insuring against these immense aggre- 
gate risks ; and, economically speaking, this method is one of the 
most interesting developments of modern commerce. A descrip- 
tion of the transactions upon the cotton exchanges and of the 
rules that govern them is, therefore, now in order. 

In their inception the markets where the great cotton exchanges 
are now situated were, of course, simply places to which, by rea- 
son of the geographical, commercial or financial advantages they 
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possessed, considerable quantities of cotton came to be merchan- 
dised. The buying and selling of cotton physically in the market, 
"on the spot," as the trade puts it, was until some forty years ago 
the exclusive cotton business of these places. About this business 
in cotton "on the spot" customs of the trade grew up, gradually 
assuming the shape of formulated rules, which were generally 
recognized as binding on all dealers in the markets. Such a custom 
of the trade was that the common unit of trading in cotton "in 
gross," and to some extent "in detail," should be one hundred 
bales. Other customs had to do with the way in which the seller 
should deliver his cotton to the buyer, and the buyer pay for it, 
or with the manner in which the grade or grades of the cotton 
should be ascertained and valued; or with the identity of the 
cotton and the certification of its place of origin; or with the 
warehousing and insurance; or with the settling of differences 
between traders ; in short, a long list of matters of everyday occur- 
rence. Later, this body of customs and rules about cotton "on 
the spot" was to serve as the foundation for the whole scheme 
of rules of the modern exchanges. And to this day a most impor- 
tant portion of the business of the exchanges themselves is trading 
in cotton "on the spot." New York, New Orleans and Liverpool 
still remain among the most important "spot markets" for Ameri- 
can cotton in the world. And the merchants associated in the 
exchanges have adopted most comprehensive and yet detailed 
rules to govern their transactions in "spot" cotton. Uniformity 
and fair play are secured at every point in the delivery and receipt 
of such cotton, and in the payment for it and the passage of the 
title to it. Many members of the exchanges make dealing in it 
their exclusive business. And, yet, it has become in a sense not 
the main business of the exchanges, but subsidiary and ancillary 
to this main business. It may almost be said that as the main 
business of banks to-day is not dealing in money, but in credits ; 
so the main business of the cotton exchanges is now in credit 
transactions in cotton, towards which the actual cotton "on the 
spot" stands in much the same relation as the money in the banks 
to the sum total of their transactions in credits. It serves as a 
reserve at once for the satisfaction of unliquidated credit balances 
and for the maintenance of sound values in all the credit opera- 
tions. This, however, will not be clear without a more detailed 
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account of these credit operations themselves; and this we are 
now ready to undertake. 

The name given to the credit transactions in question is "con- 
tracts for future delivery," or colloquially, "futures." For the 
complete understanding of the nature of these and of the part 
they have come to play in the economics of cotton, some knowledge 
of their history is necessary. We first get traces of them in their 
tentative forms in the period including and immediately following 
the American Civil War. As is generally known, the Civil War occa- 
sioned an enormous rise in the price of cotton outside the Con- 
federate States, and also tremendous fluctuations in the price. In 
England, particularly, the constant scarcity of cotton and the uncer- 
tainty of the supply led to constant violent changes in the market. 
Such a condition of things invariably brings with it a craze for 
speculation in the commodity affected. And cotton was no excep- 
tion to the rule. Among other expedients made use of by the 
English speculators was that of contracting for the purchase of 
cotton known to be on shipboard directed to England. Such cot- 
ton was known as cotton "to arrive," and the making of contracts 
for the delivery of this cotton "on arrival" became a leading fea- 
ture of the Liverpool market before the close of our Civil War. 
Needless to say, these contracts were not bought and sold merely 
once against a given cargo of cotton, but over and over again at 
the varying prices of the market. Speculators quickly saw that 
such contracts afforded them certain advantages as compared with 
cotton "on the spot." For one thing, they did not have to find the 
actual money to pay for them, as they did for the actual cotton. 
Then they had, or seemed to have, no warehousing and insurance 
bills to pay on them. So the tide of speculation turned largely 
in the direction of these contracts. As time went on, they were 
slightly modified in form, as shippers of cotton began to calculate 
that they could count on the arrival of their cotton at least within 
a period of two months. So contracts were made for the delivery 
of cotton to arrive within two specified and coupled months, — as, 
for example, October-November, January-February, July-August. 
In the late 6o's, the making of such contracts had become a com- 
mon practice ; and little by little, the association of such contracts 
with certain specific cotton on specific ships died away and was 
replaced by the notion that contracts might be made for the deliv- 
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ery of cotton in any coupled months in the future and, when the 
months came around, might be filled with any cotton then avail- 
able. Here was the contract for the future delivery of cotton, 
as we now know it, fully developed and formulated. 

In the United States much the same forces were at work as 
in Liverpool, though to a greater extent in New York than in 
New Orleans. During the Civil War itself the cotton traded in by 
New York merchants was chiefly contraband cotton, seized by the 
Government and sold to merchants and speculators. Soon after 
the war, however, the practice of dealing in cotton, not only "on 
the spot," but "to arrive" from the South, became prevalent in 
New York. As it was possible to forecast the arrival of this cot- 
ton within a single month, the contracts made against it specified 
but one month for the delivery instead of the two coupled months 
of Liverpool. So the New York contracts from the start have 
called for May delivery or July delivery or October delivery, and 
so on, rather than May- June, July-August or October-November. 
When this manner of trading had been once entered upon, it 
developed with great rapidity, and by 1869 various New York 
merchants were making straight-out contracts with spinners and 
with their fellow-merchants, calling for the future delivery of 
cotton in specified months. And, precisely as in Liverpool, these 
contracts came to be traded in by both dealers and speculators, 
being passed from hand to hand at the varying prices of the 
market or being replaced by new contracts at new prices accord- 
ing to the convenience of the traders. By means of these con- 
tracts a given lot of cotton might pass through the hands of a 
large number of persons before being finally delivered to someone 
having immediate need for it. Furthermore, these contracts gave 
to the whole market a continuous flexibility and responsiveness to 
new conditions as they arose, which had been unknown and impos- 
sible in the days of simple merchandising. The importance and 
the influence of the New York market grew very rapidly after this 
new form of trading was inaugurated. On the other hand, New 
Orleans contented itself for some years with dealing in cotton 
"on the spot," because the natural flow of cotton to that market 
from contributory territory was so great as to provide abundant 
business for all the dealers there. It was not until some ten years 
after the system of trading in contracts for future delivery was 
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fully developed in New York that it began to be adopted in New 
Orleans. 

So far, we have not touched upon the most important of all 
the uses to which contracts for future delivery came to be put, 
first in Liverpool, then in New York and later in New Orleans, by 
dealers in cotton. This use is what is technically known as "hedg- 
ing" to protect engagements in actual cotton and to insure mer- 
chants against loss in such engagements. The inception of this 
practice was such a novel and far-reaching departure from pre- 
vious custom as to justify quoting what the writer has said else- 
where about it. 

It was two or three years after the Civil War that this new conception of 
the cotton business took shape in the mind of one of the most brilliant cotton 
merchants the world has ever known, the late Mr. John Rew, of Liverpool, 
whose firm is still in existence. In 1868 or 1869, Mr. Rew saw that the newly 
laid Atlantic Cable made it possible for a cotton merchant in Liverpool to 
ascertain with unheard-of quickness the price at which actual cotton could 
be bought in the southern states and the approximate date at which it 
could be shipped to England. He saw, also, that if the price that was being 
bid in Liverpool for "cotton to arrive" was high enough to enable him to 
buy the cotton in the South and sell contracts for this same "cotton 
to arrive'' in Liverpool, two or three months later, he could enter into 
the transaction with entire safety, as when his cotton reached Liverpool, 
he could either deliver it to the parties to whom he had sold 
the contracts ; or, if some spinner was willing to pay a higher relative 
price than the holder of the contracts had agreed to pay, he could buy 
back his contracts and sell the cotton to the spinner with the larger profit 
to himself. Here was a method, then, by which Mr. Rew or any other 
importer of cotton into Liverpool could relieve himself of the great risks 
attending the handling of a commodity which had become highly speculative, 
and go serenely about his business of importing cotton into Great Britain, 
able to make a fair profit on every importation, and yet always able to 
work on a much narrower margin than any of his old-style competitors, 
because they were carrying the merchant's risk, with its alternate profits and 
losses, while he had only profits. The immediate and large success obtained 
by Mr. Rew in his new way of conducting the cotton business attracted the 
instant attention of the ablest cotton merchants both of Liverpool and New 
York; and when a year or two later (in 1870 and 1871, respectively), the 
Liverpool Cotton Association and the New York Cotton Exchange were 
organized, the best men in the trade had adopted the new scheme as the basis 
of their business. 

It is certain that in the early days of "hedging" neither its 
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inventor, Mr. Rew, nor his imitators at all realized the full economic 
possibilities or even the true economic basis of the new method. 
They did not, for example, think of "hedging" as more than a 
device by which the cotton merchant could make use of the natural 
propensity of speculators to buy for an advance in price, turning 
this into a form of protection or insurance for themselves against 
a decline in the value of their unsold stock of cotton. To them 
the cotton merchants were always on one side of the game and 
the speculators on the other. So general was this conception of the 
matter that for many years the great exchanges were denominated 
"the speculative markets"; and many persons both in and out of the 
trade looked askance upon the use of them, holding that the 
transactions there were necessarily, on one side at least, in the 
nature of gambling. Indeed, this notion has not even yet entirely 
died out, as is evidenced by what is said of the cotton exchanges 
in much of the public discussion of them. And some truth would 
probably have to be allowed in this contention, had "hedging" 
remained exactly what it was at the start. But it was speedily 
seen that it is just as feasible to protect oneself against loss in a 
transaction in cotton or cotton goods extending into the future by 
buying contracts for future delivery as "hedges," as it is to insure 
oneself against a decline in the price by selling contracts as "hedges." 
As soon as this was observed, there began to be buyers of con- 
tracts for future delivery on the exchanges who were not specu- 
lators at all, but merchants or manufacturers desirous of engaging 
themselves for the future, but unwilling to speculate on the rise or 
fall of the price of cotton. And these "hedge" contracts, both on 
the part of the merchant who sold them and on that of the manu- 
facturer or merchant who bought them, were regarded from the 
start as primarily credit transactions, to be liquidated as such, 
whenever in the course of business their protection was no longer 
required. To be sure, they could be turned into transactions in 
actual cotton by anyone so desiring; but it was found that out of 
the multitude of transactions of this kind only a small percentage 
were finally treated in this way. In short, just as few persons 
call for actual gold at the bank against bank-notes or checks, 
though the gold must always be there for anyone who wants it, 
so few buyers of cotton contracts call for the actual cotton and 
few sellers deliver it, unless abnormal conditions arise, and then 
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the working of the natural laws of commerce always draws "enough 
cotton to the market to supply the actual need. The ease and 
rapidity with which such credit transactions could be entered into, 
even by persons at a great distance from the markets, but repre- 
sented there, caused this use to extend very rapidly. And steadily 
the proportion of them increased in which merchants or manu- 
facturers were on both the selling and the buying side, so that 
the speculator became only one factor in the market out of many, 
instead of being, as at first, the only factor on one side. It is prob- 
able that to-day the speculator is interested in less than twenty-five 
per cent of the contracts made on the great exchanges at any time ; 
and for long periods of speculative inactivity he is engaged to a 
far smaller extent than that. Few persons not actually conducting 
business on the great cotton exchanges can have any idea of the 
way in which the whole cotton world is centered in them through 
the development of telegraph and cable facilities to meet this new 
universal use of transactions in these credit contracts for future 
delivery for "hedge" purposes. Directly from the floor of each 
of the three chief exchanges the lines run to every part of the 
globe where cotton is dealt in. And a continuous stream of orders 
to buy and to sell contracts pours in over these lines from cotton 
merchants and cotton manufacturers or their agents everywhere. 
The "hedge" contracts which a cotton merchant in San Antonio, 
Texas, sells against 1,000 bales of cotton he has just bought may be 
bought as "hedge" contracts by the representative of a cotton 
manufacturer in New England, or Italy, or Russia, or of an 
importer of cotton goods at Shanghai, as insurance on some 
engagement for goods stretching on into the future and not yet 
covered with the necessary quantity and quality of actual cotton. 
Of course, the speculator plays his part too, and often furnishes 
the motive power for changes in the level of prices ; but the volume 
of his transactions is insignificant in comparison with these others 
just described. 

There now remains one further matter in connection with 
the economic theory of "hedging" in cotton which should be some- 
what elucidated. It has already' been stated that it is the custom 
in the cotton trade to arrive at the value of all the different grades 
of cotton by referring them to the value of the basis grade, mid- 
dling. By an extension of the same principle it is taken as funda- 
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mental that the value of the basis grade, middling, itself will 
remain in every market substantially on a parity with its value in 
every other market. This does not mean that the price will be the 
same in all the markets, but that after making due allowance for 
the freight, insurance and other charges necessary to move cotton 
from its place of production to the various markets, the price will 
be substantially the same in them all, subject always, of course, 
to the moderate and temporary fluctuations of parity caused by 
greater or less pressure of demand or of supply in these markets. 
Thus , the cotton merchant at any point in the southern states 
knows what basis middling cotton is normally worth in his imme- 
diate vicinity as compared with its value in New Orleans or New 
York or Liverpool. So, too, the cotton merchant or manufacturer 
in Germany or Austria knows the relative value of cotton deliv- 
ered to him and of basis middling cotton in all the great exchanges. 
In the same way the values of all the different grades and quali- 
ties of cotton everywhere, though, of course, fluctuating somewhat 
from season to season according to the demand for and the supply 
of each, may always be referred to the value of basis middling 
cotton on the great exchanges. In other words, all cotton, wherever 
it may be and whatever its quality, is regarded as part of a great 
common store having a substantially similar value in all the 
markets. This being so, the merchant in San Antonio, Texas, does 
not hesitate to enter into a credit contract in New York, as a 
"hedge" against his cotton in San Antonio, provided the parity of 
prices is normal. He knows that whatever he may do with his 
cotton or wherever he may ship it, the value of it will remain 
substantially on a parity with his "hedge" contract, and that, when 
he sells his cotton to someone else at any level of prices the market 
may have reached meantime, he will be able to buy back his 
"hedge" contract at this parity of price. As a result of this prin- 
ciple, the cotton trade looks upon all the cotton, scattered all over 
the world, which is hedged in the great markets, as constituting 
the stock of cotton of those markets, even though only a few 
hundred thousand bales out of millions may be physically in the 
warehouses of those markets. A further effect is to give great 
fluidity and mobility to this total supply of cotton and to cause 
it to flow at once, by means of transfers of "hedge" contracts, 
to those markets in which the demand is relatively strong or the 
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supply relatively low. Thus, the San Antonio merchant knows 
not only the normal parity between his home market and New 
York; but also the normal parity between New York and Liver- 
pool; and, if, after having sold his "hedge" in New York, he finds 
that a strong demand has shown itself in Liverpool, causing the 
price level there to rise above its normal parity with New York, 
he promptly buys in his contract in New York and sells it at the 
higher relative price in Liverpool. The reverse is done by the 
buyer of "hedge" contracts in one market, when prices there go 
above a parity with the others ; he sells out his now relatively 
high priced contracts and buys lower priced ones in the market 
which is lagging. In this way there is a continuous flow of con- 
tracts from market to market, involving in the aggregate trans- 
actions in tens of millions of bales every year, or far more than 
the entire crop. Indeed, there are merchants who largely devote 
themselves to simultaneous transactions in contracts in two or 
more markets, buying in the cheaper and selling in the dearer, and 
making their profit out of the gradual readjustment of the parity. 
Such merchants are called "arbitrageurs," or, more colloquially, 
"straddlers," and their operation is known as a "straddle." Their 
function is a highly important and useful one in the trade. 

There remains only to state what is the nature of this contract 
for the future delivery of cotton, which has come to be used so 
universally by the cotton trade for "hedging" all its operations and 
so insuring itself against losses occasioned by fluctuations in the 
price of cotton. It is necessarily a contract for cotton "in gross," 
just as the merchant has to buy it from the planter, and it is 
consequently a contract upon which any and all grades and quali- 
ties of merchantable cotton may be delivered. The values at which 
other grades or qualities are deliverable are invariably obtained by 
reference to the basis grade, middling white upland cotton. The 
method of determining these values, or "differences on or off," 
varies between the three great markets, and there has been con- 
siderable controversy of late as to the proper theory to follow. 
In New Orleans, the differences are fixed from day to day in 
accordance with the prices made in the local spot market by the 
demand for and the supply of the various grades and qualities. 
This method has the disadvantage of causing alterations in the 
parity between the value of the basis middling contract and cotton 
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already hedged, sometimes to the loss of the merchant holding 
the cotton. In Liverpool, the value of each lot of cotton tendered 
for delivery, relative to middling uplands, is determined by mem- 
bers of the trade acting as arbitrators, subject to the final decision 
of an appeal committee. This method has the disadvantage of 
producing great inequalities in valuations and of making it practi- 
cally impossible to calculate in advance what a given lot of cotton 
is worth, relative to middling. In New York the method is to 
determine early in each season through a large committee of 
experts what the "differences on and off" shall be for the rest 
of that crop, account being taken of the probable supply of the 
various grades and also of what experience has shown to be the 
approximate relative value of each of these grades to spinners. 
The disadvantage of this method is that there may be miscalculation 
of the probable supply of the various grades, resulting in a tem- 
porary disturbance of the parity between the value of contracts 
and the general value of middling. The great advantage, how- 
ever, believed by most New York merchants to more than offset 
the disadvantage, is that after the "differences" have once been 
fixed, absolute calculability is obtained, enabling every merchant 
everywhere to know exactly what he is doing, when he enters into 
either a credit transaction or one in spot cotton in New York. In 
the long run, too, provided the "differences on and off" are kept 
at approximately the relative values of the various grades to the 
spinner, temporary departures from parity of contracts with mid- 
dling will rectify themselves. Indeed, it is probable that the ideal 
way to determine the "differences on and off" for the various 
grades would be to conduct ample mechanical tests in mills and 
textile schools, getting the average out-turn of yarn from each 
grade and fixing the "differences" once and for all by the results 
of these tests. Something of this kind seems to be probable in 
the near future. 

Such is the contract for the future delivery of cotton which 
to-day is used by all non-speculative cotton merchants as a "hedge," 
and which more and more the spinners of the world are employing 
for the same purpose. It is unnecessary here to go into the 
details of all the rules adopted by the merchants associated in the 
exchanges to govern these transactions. Suffice it to say that they 
are all designed to produce absolute uniformity, fairness and open- 
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ness between dealers in cotton. As has been indicated before, 
these contracts made under these rules to-day form the very 
foundation of the cotton business. Until some better way is found 
of distributing and insuring against the immense risks involved in 
merchandising a commodity whose price must fluctuate widely, 
according as nature is bounteous or niggardly, the cotton exchanges 
must remain indispensable in the economy of modern commerce. 
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FINANCING OF COTTON 



By John J. Arnold, 
Manager of Foreign Exchange Department, First National Bank of Chicago. 



The Farmer. — The conditions- of the farmers or producers of 
cotton vary considerably in the several cotton states. In some locali- 
ties the farms are small, consisting of from five to ten acres and up- 
wards, while in other localities large cotton plantations consisting of 
from five thousand to twenty-five thousand acres each are owned and 
controlled by corporations or syndicates. Nevertheless the financing 
of the farmer, that is the worker of the soil, is done in very much 
the same way. In localities where the smaller farms prevail many 
of the owners or lessees, as the case may be, are people of compara- 
tively small means, and it is necessary in many cases that they be 
furnished financial aid to tide them over the period from seed time 
or even before to the time of the selling of the crop. This is done 
through the local merchants, who make advances by means of fur- 
nishing the farmers with the necessaries of life to the extent of from 
thirty to forty per cent of the estimated value of the cotton which 
the farmers are likely to produce. The merchants in turn find it 
necessary to borrow from their bankers, and naturally charge their 
customers a rate of interest higher than that which they are called 
upon to pay, the transaction therefore netting them a profit to which 
they are entitled considering the risk which they assume. 

The raw cotton when picked and before ginning is brought to 
the local merchants who have made the advances, who weigh the 
same and give credit on their books at the market value. At the 
end of the season when the farmers have delivered all of their cotton 
the accounts are squared and the farmers paid in actual cash the 
amounts due them. In the event that a farmer is in a financial con- 
dition so that he does not require the assistance of the merchant 
he usually takes his cotton direct to the gin and has the same ginned 
and baled, paying the gin for the operation, selling his cotton to a 
local cotton merchant and the seed to an oil mill, or leaves his cotton 
in storage to be sold by the merchant for farmers' account. In either 
event the gin issues what is known as a gin receipt, against the pro- 
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duction of which the cotton will eventually be delivered. In the case 
of the cotton plantations owned by corporations or syndicates the 
same procedure takes place. The plantation is sub-divided into 
small sections which are leased to farmers, either on the basis of a 
fixed charge per acre or on the basis of a percentage of the actual 
production. In place of the local merchants, however, general mer- 
chandise stores owned by the plantations supply the farmers in a 
like manner as do the merchants ih the localities of the smaller farms. 
In such communities the gins and oil mills are owned and operated 
by separate corporations or individual owners as the case may be, 
while each plantation usually has its own gin and mill. During the 
active season of the year the corporations owning the plantations 
also are liberal borrowers from their bankers. 

The above covers the financing of the cotton crop to and from 
the soil to the gin and oil mills. 

From Gin to Compress. — After the seed has been removed at 
the gin the cotton is baled in packages of 28 x 56 x 42 inches in size, 
weighing approximately five hundred pounds, including twenty 
pounds bagging and steel straps, thus having a density of about 
fourteen pounds per cubic foot. In this condition the cotton is 
bought by cotton buyers for export or for delivery to American mills, 
the seller delivering the same to a railroad or compress point, where 
the cotton is sorted according to grade, compressed and marked, the 
size being reduced to 28 x 56 x 18 inches, giving a density of from 
twenty-eight to thirty pounds per cubic foot. 

Shipping on Consignment. — In many instances the cotton is 
merely sent on consignment to cotton factors, who put the same in 
storage, making an advance of possibly sixty to seventy-five per 
cent of the market value, and when the cotton is finally sold the cot- 
ton factors are reimbursed for the amount advanced plus interest, 
insurance and storage charges, and the balance is remitted to the 
shipper. 

Financing the Cotton Factors. — While the cotton factors are 
usually of strong financial standing they necessarily must be heavy 
borrowers during the cotton season on account of the large ad- 
vances made by them on cotton stored in their warehouses, and 
although they do not own the cotton outright, their bankers as a 
rule do not hesitate to make loans, taking the stored cotton as 
security. 
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Financing the Cotton Buyer 

When cotton is bought the same is paid for in cash, which is 
usually accomplished in the following manner : 

Cotton Bought at Gin. — The cotton buyers make arrangements 
with the local bankers where the gins are located, for the payment 
of the cotton, the banks furnishing actual cash against tickets issued 
by the buyer's representatives, holding the tickets in question as 
their collateral in the meantime. When a sufficient amount of cot- 
ton has been accumulated the local banker at the request of the buy- 
er's agent delivers the tickets in question to the local agent of the 
railroad, who in turn issues a bill of lading covering the shipment to 
compress point, which then is attached to the draft drawn by the 
buyer's agent upon the buyer's head office, which draft includes the 
price paid for the cotton plus interest and exchange charged by the 
local banker, who is reimbursed by the amount of the draft thus 
drawn. When this cotton is ready for export local bills of lading 
covering shipment from point of origin to compress point are ex- 
changed by the cotton buyer's banker for local bills of lading to port 
or for through bills of lading. 

Cotton Bought at Compress. — When cotton is bought at com- 
press points, compress receipts instead of tickets are delivered to the 
local banker, who pays for the cotton as purchased by the buyer's 
representatives from time to time. When a sufficient amount of 
cotton is ready for shipment the compress receipts are exchanged 
by the banker for local bills of lading to port or through bills of 
lading as the case may be. These bills of lading are attached to the 
draft drawn by the representatives on the head office of the buyer, 
the local banker being reimbursed for the amount thus drawn. 

Concentrating Cotton. — Owing to the fact, however, that cot- 
ton to go abroad in one shipment is usually bought by represen- 
tatives of the buyers in different sections of the country, much 
of the cotton itself is frequently allowed to lie at concentrating 
points until a sufficient amount of the particular grade desired has 
been secured. It therefore becomes necessary for the cotton buyer 
to borrow heavily from his local banker with whom he has arranged 
for a line of credit, which is given to him in the form of an over- 
draft or against demand notes, against which the banker holds the 
bills of lading which have come forward attached to the drafts 
drawn by the buyer's representative. To illustrate: A cotton buyer 
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in Dallas, Texas, has representatives who are buying cotton at 
Bowie, Weatherford, Cisco and McKinney, Texas, this cotton to go 
abroad in one shipment. Let us say that the cotton is shipped from 
the various compress points to port on local bills of lading which 
come forward to the Dallas banker attached to the drafts drawn on 
the Dallas buyer. Naturally, cotton being shipped from various 
points would reach port at different times, but none of it can be 
realized upon until the entire shipment is completed, thus necessi- 
tating the tying up of considerable funds which have been advanced 
by the Dallas banker. When sufficient cotton has been received, the 
local bills of lading held by the Dallas banker are forwarded to his 
banking correspondent at the port and there exchanged for port or 
ocean bills of lading, which are issued by the steamship companies 
upon the actual delivery of the cotton. Such port or ocean ladings 
are then forwarded to the Dallas banker. The Dallas buyer, who 
now becomes the seller or exporter of the cotton, draws his draft on 
the reimbursement furnished by the European buyer in the currency 
of the country in which the reimbursing bank is located, and the 
draft having been sold to a foreign exchange banker, say in Chicago 
or New York, is delivered to the Dallas banker, together with a 
draft on the Chicago or New York buyer of the exchange, in United 
States currency, to which then are attached the port or ocean bills 
of lading, insurance certificate, etc., thus reimbursing the Dallas 
banker by the amount of the draft so delivered. 

Concentrating Bills of Lading. — Or it may be that instead of 
securing local bills of lading from the compress points to port, 
through bills of lading have been secured, in which event the bills of 
lading in question are concentrated at Dallas while the cotton goes 
direct to port for shipment abroad. In this case the Dallas cotton 
buyer draws his draft on the European reimbursement in a like 
manner as above, but instead of port bills of lading, through bills of 
lading are attached, which latter cover the shipment via a stated 
railroad and steamship company. In the event that ginned cotton is 
delivered at a compress point which is also a concentrating point, 
the local bills of lading attached to the drafts drawn by the buyer's 
representative are delivered by the buyer's banker to the compress, 
and the banker receives in lieu thereof compress receipts which he 
holds as collateral against the buyer's obligation caused by the bank 
having honored the draft drawn against the shipment to the buyer's 

(602) 



Financing of Cotton 28.5 

debit. When the cotton in question is ready for shipment, the bank- 
ers have the compress receipts exchanged for port or ocean bills of 
lading, the further financing being done in like manner as when 
cotton is shipped from outside compress points direct to port. 

Cotton Sold to American Mills. — In the event of a shipment of 
cotton going forward to American spinners, practically the same 
method of financing is employed with the exception that the cotton 
buyer, who now becomes the seller, draws his draft direct on the 
mill in United States dollars instead of on the European reimburse- 
ment in foreign currency, eliminating, of course, the foreign ex- 
change buyer entirely. 

Financing Exports 

Covering the drawings against cotton exports, three principal 
methods of reimbursement are employed: Bankers' unconfirmed 
credits, consignees' acceptances (documents delivered against pay- 
ment) and spinners' acceptances (documents delivered against ac- 
ceptance). 

Bankers' Credits. — By far the largest percentage of cotton is 
exported under bankers' unconfirmed credits. At the beginning of 
the cotton season the European buyer usually makes arrangements 
with his bank or banks for a line of credit up to the limit of which 
the banks in question agree to accept drafts drawn by the American 
exporters against cotton shipped for account of the European buyer 
in question. Such drafts are usually drawn at 6od/s, god/s and in 
some cases i8od/s. When the European buyer of the cotton makes 
a contract with an American exporter covering a given number of 
bales of a specified grade, he at the same time notifies the American 
exporter of the name of the bank upon whom the draft is to be 
drawn. Such drawings are always purchased by the American 
foreign exchange buyer with the understanding that the documents 
are to be delivered to the drawee bank against its acceptance. After 
such delivery of documents the American foreign exchange buyer 
does not look to the cotton as collateral, but holds the accepting 
bank and the drawer of the bill responsible. The European bank, 
of course, holds the shipping documents under which it has absolute 
control of the cotton. In most cases, however, the same are deliv- 
ered to the European buyer upon arrival of the ship and the cotton 
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is frequently delivered to the spinners to whom the same has been 
sold by the European importer or buyer and paid for before maturity 
of the acceptance under which the same came forward. The Euro- 
pean buyer, of course, is called upon to pay the European bank a 
commission for the credit in question. Under this method of bank- 
ers' unconfirmed credits, the entire transaction, in so far as the Euro- 
pean buyer of the cotton and his bank are concerned, is based wholly 
upon credit, no funds whatsoever being advanced by either of them. 
The American foreign exchange buyer, who has advanced actual 
cash, or its equivalent, however, does not find it necessary to tie up 
his funds for any length of time unless he desires to do so. Euro- 
pean discount houses and banks, other than the one upon which the 
particular draft in question is drawn, usually are eager bidders for 
the discounting of such bills, and the American foreign exchange 
buyer receives by cable daily quotations at which bills going forward 
within a specified time can be discounted. Let us say, for instance, 
that a foreign exchange buyer in Chicago, on the morning of a busi- 
ness day, makes a bid for a draft drawn at 6od/s upon a London 
bank covering a shipment of cotton amounting to say £10,000 ster- 
ling. The following points must be considered. 

The rate of exchange at which a demand draft on London can 
be sold : 

English stamp charges. 

Cost of collection. 

Rate of discount abroad. 

Margin of profit. 

To illustrate: 

Rate per £ sterling at which a. demand draft on London can be sold. 4.8500 

English stamp charges 024 

Cost of collection 010 

Discount for 63 days at 2% per cent 242 

Margin of profit 024 

.0300 

4.8200 

The rate, therefore, which a Chicago foreign exchange buyer 
could pay for a 6od/s draft would be $4.82 per £ sterling. 

Payment Bills. — Under the second method, viz., that of docu- 
ments delivered against payment of the drafts in question, the drafts 
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are drawn by the southern cotton buyer or exporter upon a Euro- 
pean buyer or importer instead of upon a bank. In this case the 
American foreign exchange buyer forwards the documents together 
with the draft to his European correspondent with instructions that 
the draft be presented for acceptance, but that documents be deliv- 
ered only upon the actual payment of the draft. The cotton, upon 
arrival abroad, is stored for account of the American foreign ex- 
change banker and the drawee or acceptor is at liberty, at any time, 
to call upon the European bank, in whose possession the documents 
are, and tender payment for the draft, less the rebate, for the num- 
ber of days the draft has still to run before maturity. 

Rebating Payment Bills. — The rate of rebate is dependent on 
the bank rate prevailing at the time when such draft is paid. In 
England the rebate rate is one per cent below the Bank of England 
rate, while on the continent the actual bank rate is figured. Inas- 
much as the taking up of such bills is subject to the call of the 
drawees, European bankers rarely are willing to discount the same. 
It must be further noted that with a bill of this character, only the 
names of the drawers and drawees are back of the documents, and 
on this account the American foreign exchange banker must neces- 
sarily limit his purchases of this character of bills to the amount of 
credit which he is willing to furnish the drawers and acceptors, 
holding the cotton as collateral. 

Making Payment Bills Liquid. — The amount thus invested can 
be made liquid by the American foreign exchange banker drawing 
his time draft upon his European correspondent, who accepts the 
draft and holds the documents controlling the cotton which came 
forward attached to the payment bills as collateral. The time draft 
thus drawn can be discounted by the drawer in the foreign discount 
market and the proceeds availed of by the sale of his demand check, 
or he can sell the time draft in the open market in America. If pay- 
ment bills are thus made liquid the amounts paid by the acceptor 
before maturity of the drafts are allowed to accumulate to the 
credit of the American banker's account abroad to eventually pay his 
own draft at maturity. In this case he will be called upon to pay 
a commission to the European bank for accepting the time drafts, 
which necessarily must be taken into consideration in the price paid 
for the payment bills. On this account payment bills do not net as 
much to the American exporter as do drafts under bankers' credits, 
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but on the other hand, the European buyer saves the commission 
which he would have to pay his bank for furnishing the acceptance. 
The American buyer of the exchange when bidding on a 6od/s pay- 
ment bill to be financed by issuing his own sixty-day draft on Lon- 
don instead of being able to pay the rate of $4.82, which he could 
allow for a banker's 6od/s draft, would deduct the cost of the 
acceptance of his draft — let us say one-eighth of one per cent. 
His figures would then be as follows: 

The rate for a demand draft on London 4.8500 

English stamp charges 024 

Cost of collection 010 

Discount for 63 days at 2^ per cent 242 

Margin of profit 024 

Charges for acceptance 06254 

.03625 



4.3i3/; 



The question of the rate of interest allowed on balance accu- 
mulating in the foreign bank, as compared with the rebate rate, must 
also be taken into consideration. 

Spinners' Acceptances. — Under the third method, viz., where 
drafts are drawn on spinners direct, documents to be delivered 
against acceptance, the acceptances run to maturity and it is possi- 
ble to have the same discounted in the open discount market, but 
usually the rate of discount for such bills is higher than is that for 
bankers' bills. The buyer of such drafts, therefore, in making his 
bid must, of course, figure in the rate at which such bills can actually 
be discounted, the difference ranging from one-eighth to one-fourth 
of one per cent per annum above bankers' rates, depending upon 
the money market. 

Bills Bought for Investment. — When conditions are favorable 
the foreign exchange banker instead of discounting all of the bank- 
ers' and spinners' acceptances or issuing his own time drafts against 
payment bills will buy such drawings and hold the same as an in- 
vestment to be collected and disposed of at maturity. It usually 
occurs that during a heavy export movement exchange rates are 
low and on account of the large demands made upon the discount 
houses abroad, discount rates are high. When this condition pre- 
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vails, time bills can be bought on a low basis while the exchange 
at the maturity of the bills probably will have advanced, thus show- 
ing a comfortable earning on the investment. 

Method of Bidding.- — The bids above referred to are made by 
wire to a foreign exchange broker in the South, and before the 
close of the day's business, telegraphic advices will have been re- 
ceived as to the amount of exchange which the bids had been 
successful in securing, as a result of which the foreign exchange 
buyer cables his European correspondent accepting discount for the 
amount involved. 

Currency Movement. — When the draft drawn by the Southern 
cotton buyer or exporter upon the European reimbursement comes 
forward to the Chicago foreign exchange buyer, the amount drawn 
for in United States dollars is placed to the credit of the Southern 
bank by which the same was negotiated. In this way the Southern 
banks during the cotton season accumulate large balances in the 
Northern and Eastern centers which they are unable to dispose of, 
as a consequence of which the actual cash is shipped to the South 
from time to time, to cover the cost of which the Southern bankers 
naturally charge their customers what is known as exchange. If 
the foreign exchange banker in the centers outside of New York 
does not have sufficient local demand for his foreign exchange, the 
balances accumulated abroad are disposed of by the sale of demand 
checks or cable transfers to New York foreign exchange houses. 
It is, therefore, evident that in the bidding for drafts drawn against 
cotton shipments the rate at which New York exchange can be dis- 
posed of must be taken into consideration. If, for instance, New 
York exchange is ruling at twenty-five cents a thousand dollars 
discount, the Chicago banker could pay on the basis above referred 
to a rate of $4.82 per pound sterling, less the twenty-five cents per 
thousand which it would cost to get rid of his New York exchange, 
equaling approximately twelve cents per £100 sterling. He would, 
therefore, be able to pay only $4.81%. Should, however, New York 
exchange rule at a premium in Chicago, then the opposite would 
result. 

Gold Importations. — If the New York banks do not find suffi- 
cient demand for foreign exchange to dispose of their balances 
abroad settlement must be made in actual gold, resulting, of course, 
in gold importations. 
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Purchases Limited. — At the beginning of the season the Ameri- 
can buyer, after having thoroughly acquainted himself with the 
financial and moral standing of the exporters from whom he buys 
exchange, arranges the lines up to the limit of which he is willing 
to accept drawings of the various kinds of bills. He also decides 
upon the line of acceptances of any of the European banks he is 
willing to negotiate. When the limit is reached, the brokers are 
notified and the seller of exchange in the meantime must place the 
same elsewhere. 

Hypothecation of Cotton. — The foreign exchange banker also 
secures from the exporter what is known as a general hypotheca- 
tion, under which the latter authorizes him, in the event of the 
dishonor of any draft, to take possession of the cotton and dis- 
pose of the same in the market, applying the proceeds against the 
drawer's obligation, collecting the balance from, or remitting the 
surplus to, the drawer in question. In addition to this, the banker is 
authorized, unless otherwise and specially instructed, to deliver 
the documents against the acceptance of the drafts. 

Insurance of Cotton 

Inasmuch as cotton is of a perishable and inflammable character, 
the same is covered by insurance from the time that it is delivered 
to the gin, when it comes under what is known as a ginner's local 
fire policy, and the bankers advancing the funds each, in turn, insist 
upon being fully protected against loss either by fire or the sinking 
of a vessel, which may be covered by a separate policy on each 
shipment, in which event such policies are attached to the drafts, 
or under an open policy, in which event satisfactory evidence from 
the insurance companies to the effect that such a policy has been 
issued is placed on file with the bankers concerned. 

Hedging 

The cotton buyers in the South are in daily communication by 
cable with their European connections. Let us say that a cotton 
buyer in Dallas in the morning receives an order from abroad to 
purchase five thousand bales at a stated price covering a specified 
grade of cotton. He immediately wires orders to his representa- 
tives, and inasmuch as he usually has quite a number of such 
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representatives in various sections of the country, it frequently 
happens that at the close of the day's business when all of the 
purchases have been reported, it is learned that more than the 
order in question has been bought, and not wishing to speculate, 
the Dallas buyer immediately goes to the cotton exchange and 
there disposes of the number of bales overbought, but instead of 
selling spot cotton, he sells futures. Should the market on the fol- 
lowing day for spot cotton have reacted, the bales overbought the 
day before would have to be sold at a loss, but inasmuch as the spot 
market moves in sympathy with the future market, the buyer of the 
cotton would be in a position to buy against the futures which he 
has sold, at a profit equal to the amount lost on the spot transaction. 
This is what is known as legitimate hedging of cotton in order to 
prevent speculation. Should the cotton buyer at the close of the 
day's business learn that the amount of cotton purchased was not 
sufficient to cover the amount sold abroad, then he would become a 
buyer of futures instead of a seller. 
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THE COFFEE MARKET 



By G. G. Huebnee, Ph.D., 
Instructor in Transportation and Commerce, University of Pennsylvania. 

* Over 2,300,000,000 pounds of coffee are annually produced on 
the plantations of the countries where it is a staple product. About 
961,000,000 pounds are each year consumed in the United States, 
and in 1910, 873,983,757 pounds were imported. This places the 
United States in the forefront of all the coffee markets of the world 
and has made possible the development of a market as highly 
organized as those of grain, cotton or any of the great agricultural 
staples. 

Coffee Production and Consumption 

The source of the coffee supply lies in the tropics and is widely 
scattered. The greatest ofr all the coffee producers is Brazil, and 
Brazilian coffee, being of the "strong" variety, is of particular 
importance to the American consumer with his long nursed taste 
for that class of table beverage. The Brazilian states of Rio and Sao 
Paulo have the principal coffee plantations of the entire world. To 
them coffee means more than does the cotton crop to the American 
cotton belt. The close dependence of the people upon their single 
large crop is the chief difficulty which now confronts them. From 
9,500,000 bags in 1899-00 the world's crop grew to 11,300,000 in 
1905-06 and to 20,000,000 in 1906-07, with a consequent decline in 
price and further mortgaging of the coffee plantations of these states. 

The State of Sao Paulo in attempting to aid the planters in their 
difficulty undertook its policy of "coffee valorization," which has 
since been one of the leading forces in the production of coffee as 
well as of considerable importance in its distribution to the various 
coffee markets. Coffee valorization is essentially an attempt to 
corner the market, and in that way control the price. The State of 
Rio declining to share the financial risk involved, it was under- 
taken by Sao Paulo alone. In order to limit the world's supply to 
17,000,000 bags, the state went into the market as a coffee buyer. 
A tax was placed upon exports and coffee-tree planting, treasury 
bills were issued, and, with the stored coffee as collateral, loans 
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were obtained from large banking concerns in New York, London 
and various European ports. By the end of 1907 the state found 
itself in financial difficulty with a large amount of coffee on hand, 
and unable to raise more funds with which to stem the still declin- 
ing market. In order to refinance its coffee holdings an agreement 
backed by the federal government of Brazil was made with the 
syndicate of interested banks. Under this agreement (1) the 
federal government guarantees a new loan of £15,000,000, (2) the 
coffee holdings are stored in warehouses at New York and seven 
European ports and warrants are deposited with three designated 
banks as trustees, and (3) the coffee is placed under the control 
of a committee of seven residents of the United States and Europe. 
These men may sell the coffee holdings, the minimum annual sales 
being specified. (4) The surtax is raised from three to five francs 
per bag, and is used for interest, amortization, etc., of the loan. 
(5) The total exports are limited to 9,000,000 bags in 1908-9, 
9,500,000 in 1909-10, and 10,000,000 thereafter annually. 

During the period of state purchases various effects of the 
valorization plan became manifest. On the one hand the state 
government suffered a loss of several millions; and the credit of 
the state suffered severely. Conversely, however, numerous planters 
received higher prices than the open market warranted ; and prices 
generally were steadier. The large crop of 1906-7 would probably, 
have demoralized the wbrld market had the state been absent as 
a powerful bull factor. Moreover, the preference of the govern- 
ment for the better grades, also, induced the planters to improve 
the quality of their output, and in that way exerted a favorable 
influence upon production. 1 

Since additional purchases have been discontinued the State of 
Sao Paulo is still a material factor in the production and sale of 
coffee, in that the surtax on exports still remains, the annual quantity 
of exports is restricted, there is a tax on the planting of new trees, 
and a large though declining quantity of coffee lies in the ware- 
houses of the leading coffee markets which, under certain restric- 
tions, can be sold by the trustees in charge. Ordinarily a large 
known supply of a staple article acts as a weight upon the market, 
but it has not had that effect upon the price of coffee. This price 
has been increasing during the last year, and coffee dealers have 

'Quarterly Journal of Economics, May, 1909. 
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explained that any attempt on the part of an importer to seriously 
interfere with the plan to maintain prices could be crushed by the 
release of large quantities of the stored coffee. On the other hand 
the coffee can be safely held, for its quality increases with age. 

Though Brazil produces about two-thirds of the world's crop, 
the valorization plan was hampered by the existence of other sources 
of supply. The Central American countries, chiefly Guatemala, 
are an important source ; Venezuela, Colombia, the Dutch East 
Indies, the West Indies, Mexico and various points in Africa pro- 
duce considerable coffee; and smaller amounts are grown in Ecua- 
dor, Arabia and the Philippines. 

The following table shows the amounts raised in the leading 
producing countries in 1909 and the quantities exported to the 
United States in 1909 and 1910 (in thousands of pounds) : 

Production in Exports to United States 

Country 1909 1909 1910 

Brazil 1,674,428 818,444 699,242 

Central America 164,489 40,752 30,040 

Venezuela 103,454 54,774 42,542 

West Indies 89,733 3,313 4,632 

Colombia 79,366 60,184 53,332 

Dutch East Indies 56,768 11,387 1 1,354 

Mexico 42,000 35,004 21,205 

Africa 20,452 17 3 

Total 2,230,690 1,023,875 862,350 

World's total 2,367,289 1,051,749 873,984 

In the aggregate no country rivals the United States as a 
coffee- drinking nation. Germany comes nearest with an annual con- 
sumption of about 396,205,000 pounds. The annual per capita 
consumption of the United States of nearly 14 pounds is, aside 
from the producing countries, exceeded only in Belgium and Hol- 
land. In Germany it is but 6 l / 2 pounds, in France 4.3, in Austria- 
Hungary 2.05, and in England 69/100 of one pound. 

Classification of Coffee 

Many grades and classes of coffee are sold in the American 
market, and at different points in the course of its sale and by the 
various parties handling it, it is differently classified. In Brazil 
coffee is classed primarily as "Rio" and "Santos" coffee, and these 
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again into "highland" and "lowland." It is then further divided 
into grades as to its quality, commonly into first, good first, regular 
first, ordinary first, second, good second and ordinary second. 

Importers and roasters also distinguish between coffees as to 
their source of production. Thus they commonly talk of Rio, 
Santos, Java, Mocha, Maracaibo, La Guaira, etc., coffee. Java 
and Mocha, however, have become trade names applied to many 
kinds of "mild" coffee. Even in the case of coffee legitimately 
called "Java," the name is a myth, for Java in the blend comes 
mostly from the island of Sumatra. American coffee dealers, also, 
commonly classify coffee into grades of quality depending upon 
the size of the bean, its color, uniformity and cleanliness. Terms 
such as fancy, prime, good, fair, ordinary and common are used in 
buying and selling spot coffee. 

The most generally applied classification is that of the New 
York Coffee Exchange, which is used by its members for trading 
purposes. Its rules divide the green coffee as it is imported into 
nine grades known as Standard Grades numbers 1 to 9. The 
methods of arriving at these grades will be explained later. 

The Purchase and Sale of Coffee 

In the bringing of the coffee from the planter to consumer 
many parties are usually involved. As a rule the green berry passes 
from the planter of Brazil to the "Commisario" who is a com- 
mission man and something more. As the local banker, landlord or 
country merchant sometimes does in the cotton states, so the com- 
misario lends money to the planters, taking the growing crop as 
collateral. Later the coffee may be sold to him as a dealer or 
through him as a commission man, the planter receiving the balance 
over and above his debts. The commisario may sell the coffee to 
an exporting concern, and this may sell it to the New York im- 
porter. However, the process varies, for some planters sell direct 
to exporters; and importing firms may have agents to buy direct 
from the planter or commisario. 

The green coffee being purchased by the importers it is traded 
in at the great coffee markets, the largest of all being New York. 
Other dealers may intervene, but ultimately the green berries are 
purchased by "roasting concerns," and the importer may himself 
be a roaster. Here the coffee is roasted and prepared for the 
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grocery market. It may be shipped to wholesale grocers in bulk 
or in prescribed packages, whole or ground, and special trade 
names and brands may be attached. The wholesale grocers in 
all parts of the United States distribute it to the retail merchants. 
The New York market receives about ninety-seven per cent, of 
the annual coffee imports of the United States, and it is here that 
the best organized coffee market has been established. In the 
passing of the green coffee from importers to roasters or dealers 
and brokers, two markets are distinguished. One, the "spot mar- 
ket," is of local significance and is located in the district of lower 
Wall Street and sections on Water and Front Streets. Here coffee 
importers, roasters, dealers and brokers conduct their "street sales." 
Besides these private sales there are the "exchange sales" which 
are made in the other or "exchange market." This business is 
conducted on the floor of the "Coffee Exchange of the City of 
New York." 

The Coffee Exchange of the City of New York 

In the fall of 1880 there was a period of two months during 
which the coffee trade was almost at a complete standstill. There 
was a large accumulation of coffee in the port warehouses and the 
traders of the interior were fully supplied. Prices varied between 
sales as much as three cents per pound or $4.25 per bag. The first 
coffee exchange was then organized at Havre in 1881, and in the 
same year the "New York Coffee Exchange" was incorporated. 
It operated until 1885, when its property was by resolution of the 
governing committee transferred to the present "Coffee Exchange 
of the City of New York." As stated in its charter its purposes 
"shall be to provide, regulate and maintain a suitable building, 
room or rooms for the purchase and sale of coffees and other 
similar grocery articles in the city of New York, to adjust contro- 
versies between members, to inculcate and establish just and 
equitable principles in the trade, to establish and maintain uni- 
formity in its rules, regulations, and usages, to adopt standards 
of classification, to acquire, preserve, and disseminate useful and 
valuable business information, and generally to promote the above 
mentioned trade in the city of New York, increase its amount, and 
augment the facilities with which it may be conducted." 2 

2 Charter, By-Laws and Rules of Coffee Exchange of City of New York (1902), 
p. vi. 
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In the promotion of the trade at New York the exchange has 
been signally successful, New York having become the greatest 
coffee market the world over. It has also been successful in organ- 
izing the trade on a safe and conservative basis. At first the calls 
of the exchange were "attended barely by a corporal's guard, many 
of the larger importing and jobbing houses refusing to join. But in 
less than a year the raison d'etre of an exchange in New York 
becoming evident, nearly a hundred representative houses in the 
city and abroad that a year before had refused to join at the 
original initiation fee of $250 purchased seats in the exchange at 
$500; and those who did not even then join were glad to come 
in later at $1,000, at which figure the number was swelled to an 
even hundred." 3 At a recent date its membership numbered 323 
brokers, importers, dealers and roasters. Membership is passed 
upon by a committee on membership, but any one twenty-one 
years of age, resident or non-resident, of good character and com- 
mercial standing is eligible when proposed as a candidate by one 
member of the exchange and seconded by another. The member- 
ship committee refers the names of applicants with recommenda- 
tions to the board of managers, where a ballot is taken, one adverse 
vote in three excluding. Seats sell at $1,500 but the exchange holds 
them at $10,000 until there are 350 members of the exchange. 
Annual assessments are only about thirty dollars per year as the 
rents of the new building at Hanover Square are nearly sufficient 
to provide the necessary funds. 

The exchange annually elects a president, vice-president and 
treasurer, who perform the usual duties of exchange officers. The 
real governing body is the Board of Managers, consisting of the 
president, vice-president, treasurer and twelve other members. This 
governing board, meeting monthly, appoints the necessary subordi- 
nate officers and employees and fixes their compensation, and may 
"summon before them any officer or member for any purpose what- 
soever." It appoints the secretary of the exchange from among its 
own number, a superintendent of the exchange, and the numerous 
committees which are in active charge of specified activities. It 
also licenses the necessary coffee graders, warehousemen, weigh- 
masters and samplers of the exchange. 

A brief discussion of the duties of the superintendent and the 

s The Alcolm Magazine, March, 1909, p. 4. 
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various committees will help to explain the methods of the exchange 
market. The superintendent, under the direction of the board of 
managers, has charge of the details of its work and of that of the 
various committees. He keeps all the books and documents of the 
exchange; collects and pays over to the treasurer all moneys due 
the exchange not otherwise provided for, receives, deposits and 
pays over all margins on coffee contracts; has active charge of 
the exchange rooms and the bulletin board; and manages and 
appoints, with the consent of the board of managers, the assistants 
needed to perform the details of the work under his charge. 

One of the functions of the exchange is that of grading and 
classifying the coffee, and it has taken steps to fully safeguard this 
work. As previously stated, the exchange rules provide for nine 
standard grades, and only licensed graders are permitted to grade 
coffee traded in on the exchange. At a recent date there were 
twenty-six licensed graders. One of them is appointed by the board 
of managers to annually provide fresh standards and "maintain 
-them as nearly as possible on an equality." These selections, when 
approved by the board, are adopted by the exchange as the basis 
for the year. Upon receipt of the coffee at a licensed ware- 
house, two licensed graders are selected, one each by the buyer 
and seller, and these men who are experts each receive at least three 
cents per bag' for their services when performed for members of the 
exchange and at least six cents when for others. In case they dis- 
agree their differences are referred to the Board of Coffee Arbi- 
trators, consisting of ten experts appointed by the board of mana- 
gers. The superintendent now selects three of these arbitrators by 
lot. Upon examining approved samples of the coffee and com- 
paring them with the standard samples, a majority decision of the 
arbitrators is final. Should they be unable to arrive at a decision 
from the samples submitted, the original graders are given an 
opportunity to alter their gradings, and if they do not do so the 
samples are submitted to the entire Board of Coffee Arbitrators, 
excluding any members who may have been the original graders, 
for a majority vote. As soon as the coffee is graded a certificate 
is issued stating the coffee grades and bearing the signatures of the 
superintendent and graders. This certificate is conclusive evidence 
of the grade for the subsequent six months, the buyer receiving the 
original and the seller a duplicate. 
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In the course of trade, claims and trade controversies of var- 
ious kinds occasionally arise, and the exchange organization includes 
machinery for their peaceful settlement. The board of managers 
annually elects an Arbitration Committee of five exchange mem- 
bers, who work under oath to decide disputes fairly. When the 
parties to a dispute submit their case to the committee they sign 
an agreement to abide by its decision. All parties, however, are 
not willing to arbitrate a dispute, and for such instances the board 
annually appoints an Adjudication Committee of seven. This com- 
mittee has the power to adjudicate all claims and controversies 
between members arising out of any transaction in merchandise "if 
notice in writing of such claim or controversy, and of the intention 
to demand an adjudication thereon, be served by either party thereto 
within ten days from the ascertainment thereof." Within three 
days after such notice is served, each party either appoints an 
exchange member as his adjudicator or the superintendent does it 
for him, and these select a third from the adjudication committee. 
An appeal may, within two business days, be made to the board 
of managers, who, if they decide to grant the appeal, appoint an 
Appeal Committee of five not less than three of whom are members 
of the board. A majority vote of this committee then becomes 
final and binding. The difference between arbitration and adjudica- 
tion of a dispute is that the former is voluntary with both parties, 
while the latter is compulsory upon application of one party. 

Another committee of trade importance is the Spot Quotation 
Committee of five exchange members. Each day at two o'clock, 
except on Saturday, when it meets at 11.45, this committee by a 
majority vote establishes the official daily market quotation of 
number seven coffee. There is likewise a Committee on Quotations 
of Futures. This committee of five meets daily "immediately after 
the first call and at the close of the exchange and reports to the 
superintendent the tone and price of the contract market, to be 
posted on the blackboard and transmitted to other exchanges and 
commercial bodies." 

A Committee of five on Trade and Statistics has the important 
function of reporting to the board as to regulations for the "pur- 
chase, sale, transportation and custody of merchandise," and it 
attempts to establish uniformity in such matters between different 
markets. It also has charge of "all matters pertaining to the supply 
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of newspapers, market reports, telegraphic and statistical informa- 
tion for the use of the exchange. In the early 8o's the exchange 
abolished the old method of keeping coffee statistics, and the basis 
then adopted has since been accepted by all the large coffee markets 
of the world." 

A Committee on Commissions (5) reports on changes in com- 
missions, violations of the rules on commissions and the rules gov- 
erning the employment of agents by exchange members. At pres- 
ent the minimum commission for members is two cents per bag, 
and for non-members it is four cents. In case of actual delivery an 
additional minimum brokerage of one cent for members and two 
cents for non-members prevails. 

Other committees are the Finance Committee (2) to audit bills 
and claims against the exchange, direct deposits and investments, 
and audit the monthly and yearly accounts of the treasurer ; a Law 
Committee (3), to deal with matters of legislation; a Committee on 
Rooms and Fixtures (3) ; Membership and Floor Committee (5) ; 
and a Nominating Committee (5). Organized as above outlined and 
with a well-established code of trade rules, the exchange annually 
transacts a large number of sales in a businesslike way. Since 1900 
the volume of sales has varied from 6,881,500 bags in 1908 to 25,- 
487,500 in 1904. There is a large amount of trading in future con- 
tracts, and a standard form has been adopted by the exchange. No 
future contracts are valid unless they are made in the following 
form: 

Office of . 

New York, . 155 — . 

Sold for M. . 

To M. . 



Thirty-two thousand five hundred pounds, or about 250 bags of coffee, 
growth of North, South or Central America, East or "Vest Indies, deliverable 
from licensed warehouse in port of New York, between the first and last days 

of next, inclusive. The delivery within such time to be at seller's 

option, upon a notice to buyer of either five, six, or seven days, as may be 
prescribed by the trade rules. The coffee to be of any grade, from No. 9 to 
to No. 1, inclusive, provided the average grade shall not be below No. 8, at 

the rate of cents per pound for No. 7, with additions Or deductions 

for other grades according to the rates of the Coffee Exchange of the city of 
New York existing on the afternoon of the day previous to the date of the 
notice of delivery. Either party to have the right to call for margins as the 
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variations of the market for like deliveries may warrant, which margins shall 
be kept good. 

This contract is made in view of, and in all respects subject to, the rules 
and conditions established by the Coffee Exchange of the City of New York, 
and in full accordance with Section 102 of the by-laws. 



Brokers. 

(Across the face is the following:) 

For and in consideration of one dollar to in hand paid, receipt 

whereof is hereby acknowledged, accept this contract with 

all its obligations and conditions. 

All deliveries on such future contracts must be made from 
licensed warehouses. There is a separate "to arrive contract," but 
this likewise requires delivery at a licensed warehouse unless the 
buyer and seller have a mutual understanding to deliver the coffee 
from dock or ex-ship. Margins to protect the contract may be called 
for by either party. The largest deposit for margins was made in 
1904 when $22,661,710 were deposited with the superintendent as 
required by the exchange rules. 

The basis grade in a future sale is No. 7, but any other grade 
may be delivered so long as the average is not below No. 8. The 
price agreed upon is in terms of No. 7, and when other grades are 
delivered additions or deductions are made at a relative difference 
of 50/100 of a cent per pound for each grade. This is a "fixed 
difference" plan not found in any of the great grain or cotton ex- 
changes. At one time the trade followed the method of daily revi- 
sions, but the fixed difference plan was adopted as long ago as 1884. 
About a decade later it was repealed, but has since been re-estab- 
lished. The secretary of the exchange believes that "the value of 
such fixed differences is manifest, as both buyer and seller know 
when entering into a transaction at what difference in price above 
or below the basis of all contracts, standard No. 7, coffee so bought 
or sold can be delivered." The right to deliver any grade in a 
future transaction has done much to avoid the danger of corners 
in the future market. 

If no quantity of coffee is specified in a contract, it is under- 
stood to be for 250 bags of about 132 pounds each. False or fic- 
titious sales are prohibited, and all contracts must be reported to 
the superintendent. All contracts, moreover, are binding and call 
for the delivery of actual coffee, although "ring settlements" may 
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be made whereby, as in a grain or cotton exchange, parties holding 
contracts against each other corresponding in all respects except 
as to price may cancel them after settling price differences. 

The future contract, besides being used for the delivery of 
coffee during stated months in the future at a given price, is also 
used for hedging purposes. As in the grain or cotton markets, 
dealers protect themselves against price fluctuations by hedging in 
the future market. Importers, for instance, when purchasing coffee 
abroad frequently sell an equal amount for future delivery on the 
exchange. "When the time for delivery arrives it is simply a ques- 
tion of calculation of the market conditions whether it is more ad- 
vantageous to repurchase the sales made as a hedge, or as a kind of 
insurance to protect themselves against loss, and free the coffee so 
engaged, or to make delivery of the coffee as it comes in." 4 

The price of green coffee is largely determined on the ex- 
changes of New York, Havre and Hamburg, and the daily quota- 
tions on the New York exchange are heeded by the coffee trade 
throughout the world. It is a natural market in that all the numer- 
ous price factors are weighed by the traders in making their trans- 
actions. The amount of production, the partial control of produc- 
tion and sales by the valorization plan, the growth or decline of 
coffee consumption, the adulteration of coffee, the use of coffee 
substitutes, such as tea, postum, malt coffee, etc., money and trade 
conditions, and trade expenses, all combine to make the price of 
coffee, but the exchange is the spot where the buyers and sellers, 
influenced by these various forces, meet each business day and 
trade in coffee. They bid and ask what they believe to be the 
possible price, but with each sale a buyer and seller come together 
and determine a definite price which becomes a matter of record. 
Price quotations are sent by one great market to another, and as 
each must heed to some extent those of the others, the trade, within 
certain limits determined by special conditions, obtains a world's 
price. As in the grain, cotton or any trade involving thousands 
of producers, traders and localities, only a highly organized mar- 
ket makes possible a world's price. Without it, differences in prices 
in different localities would be far wider than at present and the 
effect of supply and demand would be local instead of world wide. 



»R. C. Auld, in The Alcolm Mag., March, 1909, p. 4. 
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COMMUNICATION 



SHIPPING FACILITIES BETWEEN THE UNITED STATES 
AND SOUTH AMERICA 



By Hon. William E. Humphrey, 
Member of Congress from Washington. 



In this publication for May last there appeared an anony- 
mous article entitled "Commerce with South America." It is 
certainly to be regretted that the name of the writer of this article 
was withheld. I trust that all statements in relation to other 
phases of the subject are not as misleading as those in regard to 
the shipping facilities between this country and South America. 
The argument that he makes on this subject is the familiar one 
that has appeared in the various publications of this country in 
defense of the foreign steamship combine that yearly levies its 
unearned millions upon the American people. While not intimat- 
ing that this article belongs to the class furnished by the hired 
writers of this South American combine that entirely controls the 
carrying trade between this country and South America, one thing 
is certain, it meets the most enthusiastic endorsement of this foreign 
monopoly. 

The statement to which I particularly wish to call your atten- 
tion, which gives the substance of his entire article upon the ques- 
tion of shipping, is in the following language and found on page 74 
of the May number: 

"In fact, having regard for the volume of cargo available, these 
countries are already relatively as well served from New York as 
are the principal ports of Europe and Asia. 

"Nearly all the boats for Brazil, as well as those for the River 
Plata, accommodate passengers, and some of the lines operate excel- 
lent passenger boats on good schedule time. So it is no longer nec- 
essary to travel via Europe, except for those travellers who wish 
to spend more time and more money, because they like to take in 
the pleasures of London and Paris en route." 
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These are the statements that the conferences of the foreign 
ships composing the lines between here and South America are con- 
stantly giving publication in every conceivable way. The writer of 
the article attempts to demonstrate the truth of his statement by 
giving a list of what he terms "sailings" by so-called regular lines. 
But he does not call attention to the fact that there is not a single 
American vessel of any kind running between this country and South 
America beyond the Equator. He also carefully conceals the fact 
that there is not a single first-class vessel, nor even a single second- 
class vessel of any kind flying any flag running between this country 
and South America. He also directly misstates the facts when he 
gives, as he does, fourteen regular lines. He could not be much 
further from the truth than when. he made that statement. As a 
matter of fact there is but one out of the fourteen that he specifies 
that professes, or even attempts to maintain, a regular schedule serv- 
ice. All the vessels on all these lines are slow. All of them are third 
class or poorer. Most of them do not run more than twelve knots 
an hour. Not more than three vessels can be termed in any sense 
modern, while as a matter of fact most of them are antiquated and 
out of date. None of the vessels running directly between here and 
South America is to be in any way compared with the vessels 
running on the regular lines between Europe and South America. 

All statements— such as made by the nameless writer — are at- 
tempts to deceive the public by telling half the truth, by listing a lot 
of old, slow and obsolete vessels as regular lines and then leaving the 
inference that the service they give is equal to the regular lines be- 
tween Europe and South America. It would be just as near the 
fact to say that Philadelphia had ample railroad facilities with New 
York, if it had only slow and irregular freight lines, and that these 
lines in their own way and in their own time and at their own price 
carried the freight and the mail, and so completely monopolized the 
field as to prevent all competition. Philadelphia would then, accord- 
ing to the views of this anonymous writer, have ample railway 
facilities to carry all her freight and her mail, and the manner and 
the rapidity with which it was carried would not be any ground for 
complaint. This is exactly the situation between here and South 
America to-day. Under such conditions would Philadelphia have 
the efficient facilities for trade with New York as Chicago now 
has with its fast trains running on fixed schedules with all modern 
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equipments ? In this illustration Chicago occupies exactly the same 
position that Europe to-day occupies as compared with the United 
States in contesting for the trade of South America. The decep- 
tion of these claims made in the article referred to, and by other 
defenders of this foreign monopoly, is perfectly plain. They cite 
these old and out-of-date vessels and claim that: sufficient facilities 
of most inferior character are efficient facilities to meet the compe- 
tition and the demands of modern commerce. 

From every one of our South American consuls we have the 
oft-repeated declaration that what this country needs to develop 
our commerce with South America is fast and regular steamship 
lines under the American flag. So slow and uncertain is the com- 
munication furnished to-day that practically no American fruit 
goes to South America except by way of Europe. Mr. George E. 
Anderson, American Consul-General at Rio de Janeiro, in his report 
of July 30, 1909, says: 

'American fruit often comes to Brazil via Europe. Some 
American apples have been shipped across the tropics without ice, 
so strong has been the demand for them, although the loss en route 
was enormous." 

This statement graphically shows the character of the service 
furnished, and the character of the ships used between here and 
South America. Further on Mr. Anderson says: 

"In spite of the fact that each country in Europe can take 
advantage of the vessels of every other European country in the 
trade with South America, as the United States does of the Eng- 
lish and German vessels serving the trade between the United States 
and Brazil and the River Plata, each of the principal trading nations 
of Europe maintains by subsidies and mail subventions a line of 
its own." 

Here we have stated the vital difference between the service 
furnished between here and South America, and between Europe 
and South America. Europe has the fast, direct and regular lines. 
We have only practically a tramp service of slow ships. With these 
great advantages of fast and regular lines, and with each line an 
agent of the business interests of the government whose flag it flies 
working for those interests and against the interests of the United 
States, is it any wonder that we are not getting our share of the 
trade with South America? What patriotic citizen can doubt the 
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wisdom of the statement of Consul-General Alban G. Snyder, at 
Buenos Aires, January 14, 1909, in his report when he says : 

"We cannot acquire our proportion of the foreign trade and 
what our over-production may some day demand without quick, 
regular and speedy ships. Under present conditions it is remarkable 
that we have the amount of trade in South America which we now 
possess." 

What has already been said shows the difference in the char- 
acter of the service furnished between this country and South 
America, and between South America and Europe ; but let us take 
a few specific facts as showing the difference between these two 
services and, also, as throwing great light upon the character of the 
service between this country and South America. 

Mr. I. E. Moses, one of the leading citizens of Seattle, Wash- 
ington, who had just returned from a trip to South America, stated 
under oath on June 10, 1910, before what was known as the "Steen- 
erson" Investigating Committee of the House of Representatives 
among other things the following: 

I have here a list of the ships arriving and the ships sailing from 
Buenos Aires that I cut out of the newspaper there. For the last day of 
April and the month of May there were thirty-eight mail steamers expected 
at Buenos Aires, out of which five came from New York. There were 
eighty-three ships altogether, mail and freight ships, that were to arrive 
at Buenos Aires, out of which five came from New York. There were 
thirty-five ships sailed from Buenos Aires in May, one of them being a 
mail steamer to New York. The total that sailed during the month of 
May and the last day of April from Buenos Aires was sixty-three. Three 
of them were to go to New York. Out of all of those lines coming from 
Germany, France, Holland, Italy, Sweden, Austria, Spain — and I also saw 
the Portuguese flag — there was not a single American flag. The consul 
at Buenos Aires told me that maybe once or twice a year a sailing vessel 
with the American flag would come down there. 

In passenger traffic a great many people travel by way of Europe because 
it only takes a couple of days longer and I think the additional fare amounts 
to only about $10, and there is absolutely no comparison in the accommo- 
dations. You can travel like a civilized human being on the Royal Mail, 
and then from Southampton to New York, of course you get a good 
steamer. 

Mr. Moses further testified that his investigations demonstrated 
that it was impossible to be certain of sending freight from Seattle 
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to Buenos Aires and having it delivered in six months unless it was 
sent by the "Conference" lines, the reason being that the "Confer- 
ence" lines so completely monopolized the trade that they could 
keep a vessel outside of the conference from securing wharfage 
facilities to unload its cargo for a period of from three to six 
weeks, and thereby preventing the delivery of goods within a rea- 
sonable time, even after the vessel had actually come into port. And 
for this reason, among others, he found it inadvisable and impossible 
for merchants in Seattle to do business in Buenos Aires. It is a 
well-known fact that has never been disputed, that if an article is 
sent from this country to South America that requires prompt 
delivery it usually goes by the way of Europe. It is also a fact 
that many manufacturers of this country have been forced to estab- 
lish factories in Europe in order to reach the South American trade. 
If any one wishes information upon this particular point or ques- 
tions the correctness of this statement I would suggest that he ask 
the Hon. George W. Fairchild, member of Congress ; Mr. J. A. 
Coffin, of the Aeolian Company, New York City, N. Y. ; Mr. Phillip 
Worlin, of New Orleans, La., or Mr. George W. Gittins, general 
manager of the firm of Kohler & Campbell, New York City, N. Y. 
These men are all large shippers. They know the facts and they 
will substantiate everything herein stated. 

If any one desires information in detail as to the shipping con- 
ditions existing between this country and South America, as com- 
pared with those between Europe and South America, he can 
secure such details by sending for a copy of Senate Document No. 
476, Sixty-first Congress, Second Session. 

I am in receipt of a letter under date of August 2, 191 1, from 
Mr. Gittins giving some of his recent experiences. From it I quote 
the following: 

Some few months ago we made a shipment to Rio de Janeiro of a 
number of pianos and cleared the shipment the same day and put the docu- 
ments in the mail. The papers evidently went via Europe, but wherever 
they went we do not know. The shipment of pianos arrived a few weeks 
ahead of the documents and the result was that there were custom's fines 
and storage charges to the extent of over $200.00 on the entire shipment, 
because the shipment could not be taken out of the customs before the 
documents were received. 

We have had many occurrences of this character. It is a wonder that 
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we can retain our trade in South America, which is fast developing in all 
of the countries. 

This is an ordinary experience not only with this firm, but 
with all shippers who are compelled to avail themselves of the serv- 
ice between here and South America so much praised, — by anony- 
mous writers and by those interested in these foreign steamship 
lines, or by those who receive rebates or other special favors from 
them. I quote further from Mr. Gittins' letter concerning a recent 
attempt to ship a consignment of twenty-four pianos to Montevideo 
on the steamship "Hermiston" of the Houston Line: 

We got our permit in the regular way and we delivered our shipment 
to the pier promptly. Several days after the steamship sailed, in a merely 
accidental way, our Export Manager discovered that the shipment was yet 
on the piers of the Houston Line, the S/S having sailed without taking 
pur goods. 

When I discovered it I telephoned to the Houston Line and told them 
that I would send our truck there and take the shipment away and send 
it on another line, but they refused to deliver the same, on the ground 
that their B/L read that if they did not make the shipment on one steam- 
ship they were at liberty to make the next one. This steamship, of course, 
would not sail for probably a month. 

I here publish in full a letter written Mr. Gittins by his repre- 
sentative in Rio de Janeiro. 

Stephen Schaefer 

Caixa do. Correlo No. 452 

Rio de Janeiro 



Agent for Show rooms and office 

American Manufacturers No. 50, Rua Dos Ourives 

Rio de Janeiro, July 14, 191 1. 
My dear Mr. Gittins: 

In order to show you how American goods are treated here by the ship- 
ping companies, I will take for example the three autos you have sent to 
me by the Steamship Voltaire, which was expected here on the 6th and 
arrived on the 9th July. This boat carried not a large cargo to Rio de 
Janeiro, but of all the cargo it carried, to-day, on the 14th of July (five days 
after arrival) not a single volume has been turned over to the custom house. 
The goods are in many small boats; mv three autos are in three different 
boats. The shipping company will probably commence to-morrow, the 15th 
of July or else on Monday the 17th of July, to bring the boats over to the 
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custom house, one by one, and my autos will enter the custom house between 
the 15th of July to the 31st of July. That means that I cannot pay the duties 
before the autos are in the custom house and that I cannot get the autos 
perhaps before the end of the month. And, please do not forget that the 
Lamport & Holt Line is the only shipping company here with whom you 
possibly can ship goods to Rio de Janeiro. If you would ship with the 
Lloyd or with other companies, the delay would be twice or three times 
more! It is a shame on the American Nation that they do not provide for 
shipping and banks in a territory like Brazil, which, by its nature, should 
attract their best attention. All banks and shipping companies here are 
English and German ; of course they are not interested in developing American 
trade by giving special attention and facilities to it. 

It would interest me, Mr. Gittins, if you could let me know from time 
to time about the results of your association with regard to this country. 

With kindest regards, I beg to remain, dear Mr. Gittins, 
Yours sincerely, 

S. SCHAEFER. 

The illustrations that I have given are not isolated cases. I 
could give a thousand similar ones if necessary. And this lack of 
regular, efficient and reliable transportation facilities, in the judg- 
ment of all of our consuls and of all our business men who have had 
experience, is the main reason why we do not secure our part of the 
South American trade. 

Let us, now, for a moment, examine the magnificent passenger 
service existing between here and South America of which your 
unknown contributor speaks so eulogistically. Let me again quote 
Mr. Moses, as he was not making loose statements and was under 
oath at the time. His description of the passenger accommodations 
on one of these magnificent vessels, the "Voltaire," by the way, one 
of the very best running between here and South America, is graphic 
and convincing. He was asked the question, "What do you say 
about the passenger accommodations on the 'Voltaire ?' " He re- 
plied : 

They were about as little as you could get; that is, they claimed to 
sell first-class passage; of course, there were no first-class accommodations. 
It is the only ship I remember being on where they had the old-fashioned 
way of filling the basins. They didn't even have the facilities for pouring 
water into the basins. We had nothing but a vessel something like a water 
bottle which they kept under the basin and we had to reach down and pull 
that out, and as to toilet facilities, the necessary vessel — the chamber — 
was kept in the same place, the same closet, with the water. The rule 
was to allow one clean towel a day. The fact is, the first day I went 
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in to wash my hands I found they had taken my towel out and not put 
a new one in, and when I inquired about it they told me that they didn't 
give out towels until half past eleven. I asked the steward what I was 
to do for a towel in the meantime. After that I found he did not take my 
towel out until time to replace it. 

The only' smoking room there was was a little room by the stairs 
that came up from the lower deck — that is, the deck where the dining room 
was — and I think three or four chairs around there filled with leather- 
covered cushions, and there were two chairs screwed to the floor in front 
of two tables. There was no ladies' saloon, or anything of that kind. When 
it was raining we had to go down in the dining room or in this smoking 
room. I have never seen any second-class accommodations on a European 
steamer that were as bad as the first-class accommodations on the Voltaire. 
In fact, I don't remember seeing as poor accommodations on any steamer. 

A rather vivid description of the comforts of this magnificent 
service that, according to your unknown contributor, there is no 
excuse for escaping except that the passenger desires to have a 
good time in London and Paris. Mr. Moses further says: 

The mail from New York is a very uncertain quantity. I went into 
the English bookstore, as it is called, when I arrived in Buenos Aires on 
the 23d of March, and tried to get a New York paper. The clerk kind 
of smiled at me, and he said they did not have any; that they would not 
have any in until the next mail came in. I asked him when that would be, 
and he said "Oh, you can't tell when any American newspapers will come in. 
You can get an English newspaper.'' He said, "We may have a New York 
paper in two or three weeks." Of course, I do not know whether it is the 
fault of the publishers or where the fault lies ; but while I was there 
I know that we got the magazines for January, February, and March all 
in one batch on one day. They only get the Sunday New York papers, 
and when they come they come several weeks' issues all together. I asked 
him why they charged 45 centavos, which is about 20 cents, for a news- 
paper, and he said, "Nobody is going to buy these old newspapers when they 
could get newer ones, papers of a later date, and so whoever buys these 
of a later date has to pay for these old ones." Of course, the paper there 
was a good deal cheaper than at Rio. There the man wanted 50 cents for 
a New York paper. Reading came high. 

I went over on a slow German steamer from Antwerp to Buenos 
Aires. My reason for doing that was to travel with the men who really 
knew the business, because it is the salesmen who do the actual business, 
the proprietors of the large concerns do not. I was the only American 
on board. There were Austrians and Russians and Frenchmen and Span- 
iards and Germans. I admit that it was not agreeable, being the butt of 
the whole party on account of the fact that they looked upon America 
as a kind of a cow to milk, we having no ships to carry our trade, and the 
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fact is we can hardly expect the facilities that the foreign countries can get, 
because the Lamport & Holt people and the other ships are owned in 
England and Germany, and there is no particular reason why they should 
give any more facilities than just enough to keep American ships out of 
the trade and throw as much as possible into the foreign countries. 

The entire testimony of Mr. Moses is interesting and illumi- 
nating, and any one who cares to read it will find it in Volume I of 
the Hearings above referred to, page 840. 

Few men in this country have made as many trips to South 
America, or have had as great opportunities to know the facilities 
furnished to passengers between here and South America, and be- 
tween Europe and South America, as Mr. Fred J. Gauntlett, of 
Washington, D. C. He represents one of the great business con- 
cerns of this country, and this has taken him to South America 
many times. I asked him as to the passenger service to be had on 
the direct lines between this country and South America. His reply 
in the way of a letter states the conditions so well that I give it 
here in full : 

Washington, D. C, July 15, 1911. 
Hon. W. E. Humphrey 

Washington, D. C. . 

Dear Mr. Humphrey: 

Replying to your request that I give you an account of my experience 
with the direct line of steamships from New York to South America, I beg 
to say that while I have made several trips to South America, that on 
account of the many unfavorable reports from other people I have only 
made one trip from Rio to New York on the direct line, and then only 
because it was a matter of necessity. 

On this trip I found the vessel a good sea-boat, but from the passenger 
viewpoint that is the only good thing I can say of it. 

The boats of this line are primarily freighters carrying a few pas- 
sengers, which the owners evidently look upon as an accommodation to the 
public, as no effort seems to be made to give them first-class service, such 
as one has the right to expect in view of the rates charged. This is borne 
out by the following: 

The food generally is such as would be furnished in a third-rate 
boarding house. One day after leaving Rio there were no lemons on 
board. The same thing was the case one day after leaving Bahia and 
Barbados, and as anyone who has travelled in the tropics can testify, this 
article is a necessity. The fruit furnished for the table was of a very 
inferior quality, and some of it served to me was unfit for food. 

This is wholly inexcusable, as tropical fruits of most excellent quality 
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were obtainable at all the ports of call at prices which were ridiculously 
low. 

Three days before reaching New York the chief steward announced 
that there were no more matches on board, and one can readily imagine 
the tone of the conversation in the smoking room when this announcement 
was made. 

These few facts, by their smallness, indicate to my mind the utter 
indifference of the management to the passenger traffic, and as this con- 
dition is a matter of common knowledge throughout South America, the 
people of Brazil, Argentine and Uruguay, as well as other South American 
countries, will not travel by this line and go to Europe instead, where 
they have such a good time that they seldom extend their travels to the 
United States, and it is my opinion that there will be no very great growth 
of trade from the north to the south until such time as we can get the 
people of Latin-America to journey north, and realize from practical expe- 
rience the superiority of the higher standards of American over European 
comforts of living. 

I have met many Latin-Americans who have expressed a keen desire 
to visit the United States, but say they have heard so much of the discom- 
forts of travel by the direct line, that they decline to subject themselves 
to from two to three weeks of petty annoyances when they can go to 
Europe surrounded by all the comforts and luxuries of modern travel by 
up-to-date passenger vessels. 

The vessel upon which I travelled, and I believe the same fact pertains 
to all the vessels of the line, are not built for the passengers' comfort, as 
are the boats from Europe to South American ports. The berths are so 
narrow that they are uncomfortable. The sheets furnished to my room 
were too short. The boiler and hatches were not insulated, so that the heat 
radiated throughout the whole ship and on the main deck where the 
deck chairs were placed, the bulkheads in wake of boilers were so hot that 
one could hardly touch them. 

In justice to the officers of the ship, I will say that they did everything 
they could for the passengers' comfort, especially the captain and purser, 
but the faults mentioned were faults of the management, which the officers 
were powerless to alter. 

I have travelled on the following vessels between Europe and South 
American ports: Araguaya, Avon, Amazon, Aragon and Nile of the Royal 
Mail Steamship Company; the Konig Wilhelm II, Konig Friedrich August 
and the Cap Vilano of the Hamburg American Line; the Oriana of the 
Pacific Steam Navigation Company, and the Principessa Mafelda of the 
Lloyd Italiano, and found them to compare favorably with the average 
Trans-Atlantic liner, but so far superior to the vessel of the direct line 
upon which I travelled which was the "Verdi" that they cannot be compared. 

The through rate by the Hamburg American Line to Southampton or 
Hamburg thence to B'lenos Aires is two hundred dollars, which is about 
the same as charged by the direct line for very inferior accommodations. 
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In conclusion I might add that the need for a line of fast passenger 
and mail boats is best illustrated by the fact that I have waited in Buenos 
Aires thirty-five days for an important letter from New York, and on one 
occasion a letter was forty-one days under way, and they seldom, if ever, 
reach that port in less than thirty days. 

Very respectfully, 

Fred J. Gauntlett. 

Remember that the "Verdi" and the "Voltaire" are the best, 
fastest and the most modern ships running between this country and 
South America. It seems to me that no further evidence is needed 
to absolutely refute the following statement of the article in the 
May Annals: 

"Nearly all the boats for Brazil, as well as those for the River 
Plata, accommodate passengers, and some of the lines operate excel- 
lent passenger boats on good schedule time. So it is no longer 
necessary to travel via Europe, except for those travelers who wish 
to spend more time and more money, because they like to take in 
the pleasures of London and Paris en route." 

Mr. Moses and Mr. Gauntlett speak from actual experience. 
Does your unknown correspondent? 

This anonymous writer as a final and triumphant compliment 
to the magnificent service rendered by this combination of foreign 
ships, says : "And it is all done without ship subsidy, except that 
enjoyed by one line under the Brazilian flag." This statement is 
nearer the truth in sound than in fact. But if it were absolutely 
true I wish to ask what necessity is there of subsidizing a com- 
plete monopoly ? What necessity is there for the nation whose flags 
these vessels fly of paying them a subsidy when this monopoly has 
the absolute power to levy any rate they see fit and compel the 
American people to pay it? In fact, many of the lines between 
Europe and South America receive a subsidy, but they give in return 
a regular service. Nothing of this character exists between this 
country and South America. So far as I am aware no one in this 
country has ever advocated subsidizing a lot of slow antiquated 
third-class vessels running at irregular intervals. It was un- 
doubtedly in the writer's mind when he uttered these words to dis- 
credit recent attempts that have been made in Congress to pass 
merchant marine legislation. If these words, "And it is all done 
without a subsidy," did not come from some document secretly pre- 
pared by the representatives of the foreign . steamship trusts . to., 
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defeat merchant marine legislation it is certain soon to be perma- 
nently embalmed in that literature. All the ships between here and 
South America are in one combination. They form a complete 
monopoly. They fix prices at will. They arbitrarily raise and lower 
freight rates. These are fixed in advance always by agreement. 
There is no competition whatever between these lines. I ask what 
is the necessity of a subsidy under such conditions. If their busi- 
ness is not profitable all they have to do is to increase the rate 
that the American shipper must pay. Not only are these lines 
formed into a complete monopoly and fix rates by agreement to 
raise and lower them at will, but they give rebates and other advan- 
tages to their shippers. They refuse to accept freight from a shipper 
unless that shipper agrees to patronize them exclusively. If a patron 
ships by another line they not only refuse to pay him any rebate that 
may be due him, but they refuse thereafter to carry his freight at 
any price. They not only coerce the shipper into paying exorbi- 
tant rates, but when he refuses they drive him out of business. 

One of our consuls gives an illustration where a Brazilian firm 
of coffee merchants was compelled to pay the conference vessel twice 
as much to carry a cargo as an outside ship already in the port 
offered to carry it for. These merchants were warned by the agents 
of the conference that they would send their coffee in the ship of 
the combine at the price fixed by the combine or they would be 
driven out of business. Having no alternative they obeyed this 
mandate. I have in my possession a recent letter from the Arbuckle 
coffee firm of New York, saying that they were unable to get any 
of the ships of the conference to carry their coffee unless they would 
sign a written agreement not to patronize any outside vessel. None 
of the facts that I have herein stated will be denied by this foreign 
shipping combination. They dare not deny them. All the evidence 
fully substantiating every statement I have made is now in the 
Department of Justice at Washington, D. C. Even the writer of 
the anonymous article in your May number will not attempt to 
deny any of these statements. The only answer that is ever made 
to these statements is by the publication of such articles as the one 
contributed by him. These they circulate in every way possible 
and the statements they contain are more misleading in their in- 
genious mixture of truth and falsehood than if they gave only 
that which was entirely false. I certainly do not wonder that any 
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American citizen that would thus covertly defend the most infamous 
and greedy monopoly in existence would want to do it anonymously, 
especially when it is remembered that it is a foreign monopoly and 
that it lives off of the American people. 

Some two years ago in an article in "Pearson's Magazine" I 
called attention to the workings of this shipping trust, to the inade- 
quacy of the service and the exorbitant rates, and of its practice in 
giving rebates and its infamous methods of driving out of business 
any one that refused to patronize it. In a short time thereafter a 
large number of editorials appeared almost simultaneously in news- 
papers throughout the United States refuting the statements that had 
been made. The argument advanced and the facts used were almost 
identical with those used in the article by your anonymous con- 
tributor. All these editorials were based upon a statement made by 
certain firms of coffee merchants in New York City. Soon after 
the publication of these editorials before the Congressional Investi- 
gating Committee heretofore referred to, Mr. Joseph Purcell, of the 
firm of Hard & Rand, and Mr. Justus Ruperti, of the firm of 
Gamiska & Co., both appeared as witnesses. Both of the firms men- 
tioned had signed the statement upon which these editorials were 
based and both of these gentlemen testified that the statement was 
prepared and brought to their firms to be signed by Busk & Daniels, 
agents of the Lamport and Holt Steamship Company, the controlling 
line in this South American monopoly. Mr. Purcell further testified 
that this line owed his firm $28,000 in rebates at the time the signa- 
ture of his firm was requested. A copy of this rebate agreement is 
published in those hearings, and an examination of it will show 
that the firm of Hard & Rand stood to lose this rebate unless they 
complied with the demand of the shipping company. Under the 
circumstances it is not astonishing that they signed this statement. 
After this statement was signed it was sent by the agents of the 
steamship company to the various newspapers throughout the coun- 
try with a request that favorable editorial comment be made thereon 
and such request was accompanied by a renewal of the advertising 
of these companies in the particular paper addressed. All these facts 
appear in this testimony. If this magazine carried any advertising 
for foreign steamship lines I would warn it that the publication of 
this article would lose it such advertisements. At least that has 
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been the result that has followed the publication of some of my 
articles in other magazines. 

It is true that your contributor gives what he calls a table of 
freight rates. Whether they are correct or false they prove but 
little or nothing. No one knows what secret agreements entered 
into these rates, or what the real contract was. Even if they are 
correct there is nothing more misleading than the isolated compari- 
sons such as he gives. The freight rates charged by the great com- 
bination of foreign ships that completely dominates our trade not 
only from South America, but from this country to all parts of the 
world are like the ways of Providence, "past finding out." For 
instance, you can to-day send a ton of pottery from Germany to 
Denver cheaper than you can send a ton of that same pottery from 
Ohio to Denver, although it may be carried over the same railroad 
in the United States. You can to-day send a case of beer from 
Germany to Salt Lake City cheaper than you can send a case of 
beer from Cincinnati to Salt Lake City. You can to-day send a ton 
of steel from Pittsburgh to Yokohama cheaper than you can send 
one from Seattle to Yokohama, although both tons may be carried 
at the same time on the same ship. Here, three thousand miles of 
railway freight is obliterated. These are a few samples of the 
workings of the great foreign steamship combine that holds the 
prosperity of this country absolutely within its control. Such ac- 
tions, however, prove nothing as to the fairness or the justness of 
the rates. What more graphic illustration of the absolute control 
of the South American trade by the foreign steamship combine 
could be given than the fact that last year, 1910, of the 901 entries 
of steam vessels in this country from South America 270 were in 
ballast. Think of this situation ! So effectually does this monopoly 
control the trade that it not only fixes rates, but it is able to 
prevent more than one-fourth of the ships coming into our ports 
from South America from carrying a cargo at any price. This dis- 
graceful and dangerous condition is not paralleled anywhere else 
in the world. 

In the face of all these facts this nameless writer talks of low 
rates and ample facilities. It will be hard to convince the American 
people under existing conditions that the rates between here and 
South America are just or even reasonable. Monopoly does not 
spell justice or fairness or philanthropy to the American people. 
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To sum up. Between here and South America, to carry our 
great commerce amounting annually to more than $288,000,000, we 
have no American ships. The American flag is but a memory in 
the ports of the great continent south of us. We have to depend 
entirely upon foreign ships. These foreign ships are slow, irregular 
and antiquated. Only one line attempts to give a regular schedule 
service. Our European competitors have fast, regular lines com- 
posed of modern ships. The rates on the inferior ships from here to 
South America are as high as the rates from here to Europe and 
from Europe to South America combined, although that distance is 
almost twice as great. These foreign steamship lines form an abso- 
lute monopoly that fixes freight rates at will. So completely do they 
control the situation that more than one-fourth of the vessels from 
South America that come to our ports arrive in ballast. The rates 
to-day between here and South America, as fixed by this combine of 
foreign ships, all things considered, are the highest in the world. 
This combine gives rebates and other privileges to favored shippers. 
It demands that its shippers shall not patronize any vessel outside 
of the combine on penalty of forfeiture of rebates and of refusal 
thereafter to accept any freight from such shipper. These vessels 
take from twenty-five to thirty days to go from New York to 
Buenos Aires ; when it should be done in from fifteen to seventeen 
days. The mail is carried so irregularly as to be most destructive 
of business. And the passenger service ! The best passenger ships 
in these lines sometimes have lemons on board for twenty-four hours 
after leaving port. Sometimes they even have the luxury of matches 
for the greater part of the voyage. Sometimes they have as high 
as one towel a day in the best state-rooms, and this unusual luxury 
can usually be obtained after 1 1 .30 a. m. And then the extravagance 
of it, — they have sheets. It is true that they are short, but they are 
at least as wide as the berth. And then again these magnificent 
vessels in that frigid region are so constructed without insulation, 
and without ice, and without electric fans, that the first-class pas- 
sengers in the best state-rooms can revel in the joy, not only of the 
heat of a tropical sun, but also in that furnished by the engine and 
boilers of the vessel. And you can secure all this comfort and lux- 
ury and pleasure at the same price that you can travel from here to 
Europe and from Europe to South America, although the distance 
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by that way is almost double. You can make the trip if you are 
lucky on one of these splendidly appointed vessels directly between 
here and South America almost as quickly as you make the trip by 
way of Europe from South America to this country. No wonder at 
the glowing encomiums of our nameless writer when you calmly 
and dispassionately contemplate these facts. And mirabile dictu! 
"It is all done without ship subsidy." 

I cannot close this article without calling attention to one other 
statement made by this writer. He says: 

"Is not our tariff 'in restraint of trade' with South America? 
Is not its 'spirit' to buy the least possible from a customer to whom 
we insist upon selling much ?" 

In this statement, as in his statements m regard to shipping 
facilities, he is unfortunate and oblivious of the facts. Do we do 
all the selling between here and South America? Is all the trade 
in our favor as he would have you believe? Look at these figures. 
During the year 1910 we bought from South America goods of the 
value of $196,164,786. During that period we sold to South 
America $92,525,218. Do these figures show that we want to sell 
everything and buy nothing? If the writer had searched the whole 
field of our foreign commerce he could not have found a more 
striking illustration to confound his own statements. And still more 
absurd is his insinuation when he says, "Is not our tariff in restraint 
of trade." Eighty-eight and one-half per cent of our imports from 
South America last year were on the free list. Certainly the tariff 
was not "in restraint of trade" so far as that portion of it was 
concerned. It seems almost as if your contributor had hunted for an 
absolute demonstration of the folly of his argument that our tariff 
is in restraint of trade when he selected South American commerce. 
Here, of all places, the free trader finds the least comfort. Here 
where our tariff is least we sell the least. Here where our free list 
is largest our exports are the smallest. With practically free trade 
with South America on our side she rewards us by selling much 
and buying little. 

Let me repeat that if this anonymous writer had studied with 
care the entire commercial history of this country he could not have 
selected an illustration that so completely contradicts and discredits 
his statements as to the shipping conditions and the effect that our 
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tariff has upon our trade as the one he did select in using South 
America. Did he realize this was true and for fear that the facts 
would be told in answer wish to withhold his name, or has he been 
misled by the foreign interests that are antagonistic always to any 
efforts of the American people to increase our trade with South 
America? In any event, either by design or accident, he certainly 
showed his wisdom when he insisted that his communication be 
placed in the orphan class and without a guardian. 
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Alston, L. Elements of Indian Taxation. Pp. ix, 115. Price, 75 cents. New 

York: Macmillan Company, 1910. 
This little volume is not only a thoroughly interesting monograph on the 
phases of public revenue in British India, but it is also a rather careful resume 
of the general principles of taxation which form the basis of the English 
system. One of the most interesting features is perhaps the constant con- 
trasting of Indian taxation with that of the parent government. In a prefa- 
tory chapter the principles of taxation in general are discussed with a clarity 
that is very welcome in these days of rather abstruse reasoning. 

The author deals in concrete facts, and his descriptions are in the main 
clearly put, though he sometimes leaves the reader at a point where a little 
more detail would be desirable. On the whole, — an excellent monograph 
on a particular subject. 

Avebury, Lord. Marriage, Totemism and Religion. Pp. ix, 243. Price, 

$1.25. New York: Longmans, Green &. Co., 191 1. 
Some forty years ago, the author of this book, then known as Sir John Lub- 
bock wrote a volume on "The Origin of Civilization and the Primitive Con- 
dition of Man.'' Since that time our knowledge of these subjects has greatly 
widened, and now Lord Avebury, believing that his earlier conclusions have 
in the main been verified, writes this book as an answer to his critics. He, 
therefore takes up the various writers and seeks to estimate the worth of 
their contributions and criticisms — how successfully will depend on the view- 
point of the reader. From the nature of the case the volume will be of less 
interest to the general reader because so disjointed and critical; to the special 
student it will be of great interest. 

Lord Avebury, thorough-going evolutionist, believes that in early times, 
even our most important social institutions did not exist, but came gradually 
into being. The present volume has six chapters: (1) On the Absence of 
Marriage Amongst the Lowest Races of Mankind ; (2) On the Origin and 
Evolution of Marriage; (3) Totemism; (4) Witchcraft and Magic; (5) 
and (6) Religion. 

Barrett, John. The Pan-American Union — Peace, Friendship, Commerce. 

Pp. 254. Washington, D. C. : Pan-American Union, 191 1. 
The director of the Pan-American Union, the Honorable John Barrett, has 
done a real service in bringing together in so small a volume the speeches 
delivered at the dedication of the new building, together with much addi- 
tional valuable information concerning the part which the Latin-American 
countries have played in the movement for international peace and good-will. 
The work contains a list of the arbitrations to which the countries of America 
have been parties, and also a list of the arbitration treaties entered into by 
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the American republics. Through this publication the director of the Pan- 
American Union is carrying one step further the education of public opinion 
in the United States. 

Bernard, L. Lee. The Transmission to an Objective Standard of Social 
Control. Pp. 96. Price, $0.56. Chicago : University of Chicago Press, 
1911. 

Carter, C. E. Great Britain and the Illinois Country, 1763-1774. Pp. ix, 
2 33- Price, $1.50. Washington: American Historical Association, 1910. 
This volume was awarded by the American Historical Association the Justin 
Winsor Prize in American History in 1908. The monograph deals with the 
legal, political and economic relations between Great Britain and the Illinois 
Country during a period just prior to the Revolution. It embodies the re- 
sults of the author's investigations in a field which only recently has at- 
tracted the attention of trained historical investigators. It is based not 
only upon the available published material, but in large part on manuscript 
sources found in the various archives of this country, Canada and England, 
and in consequence throws much new light upon this important subject. It 
is fully documented, being supplemented by numerous notes and an appen- 
dix. Particular note should be made of the excellent critical bibliography 
which supplements the work and which is one of the requirements of all 
essays submitted in competition for the prizes of the association. 

Chapin, F. S. Education and the Mores. Pp. 106. New York: Longmans, 
Green & Co., 1911. 

Drage, G. The Imperial Organisation of Trade. Pp. xviii, 374. Price, 
$3.50. New York : E. P. Duttou & Co., 1910. 

Farrand, Max (Ed.). The Records of the Federal Convention of 1787. 
Three vols. Pp. xxv, 1958. Price, $15.00. New Haven: Yale Univer- 
sity Press, 1911. 

Fenton, Frances. The Influence of Newspaper Presentations upon the 
Growth of Crime and Other Anti-Social Activity. Pp. 96. Price, $0.56. 
Chicago: University of Chicago Press, 191 1. 

Forbes-Lindsay, C. H. Panama. and the Canal To-Day. Pp. xiii, 433. Price, 

$3.00. Boston : L. C. Page & Co., 1910. 
This is an entertaining account of the canal enterprise as it stood in 1909. 
The volume gives a brief history of the unsuccessful efforts of the De 
Lesseps Company to build the canal; of the investigations made by the 
United States to decide whether to construct a Nicaragua or a Panama Canal ; 
of the acquisition of the Panama route by the United States ; and of the suc- 
cessful progress of the work since 1904. Over half of the book is concerned 
with the country and city of Panama,— with their history and present con- 
dition. The book may be read to advantage by those wishing a superficial 
knowledge of the country and the canal. 
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Garcia, G. (Ed.)- Documentos Para la Historia de Mexico— Paredes y 

Arrillaga. Pp. 266. Mexico: Ch. Bouret, 1910. 
In the thirty-second volume of documents illustrative of Mexican history, 
the papers of one of the revolutionary governors of the early 40's are pub- 
lished. These papers are particularly interesting because of the fact that 
they indicate the anarchical conditions that prevailed in that period. Sec- 
tional strife rent the country asunder and paved the way for the series of 
dictators who were welcomed by the property owners as the only possible 
escape from the terrors of war. 

Garcia, G. (Ed.). La Intervenci on Francesa en Mexico. (Reprint of 
documents from the Archives of Field Marshal Bazaine.) Pp. 264. 
Mexico: Ch. Bouret, 1910. 
Mr. Genaro Garcia has done a great service to students of Latin-American 
history in the publication of a series of volumes containing important docu- 
ments relating to Mexican history. In the thirty-third volume which has 
appeared recently a selection has been made from the papers of Field Marshal 
Bazaine, the commander-in-chief of the French forces in Mexico during 
the intervention. These papers throw much light on the military aspects 
of the French invasion. Incidentally, Marshal Bazaine makes many inter- 
esting comments on the political conditions of the time. 

Greenwood, A. Juvenile Labour Exchanges. Pp. xi, 112. Price, is. London: 
P. S. King & Son, 191 1. 

Hart, H. H Cottage and Congregate Institutions for Children. Pp. xii, 136. 

Price, $1.00. New York : Charities Publication Committee, 1910. 
The author is director of the Department of Child Helping of the Russell 
Sage Foundation. This little volume is intended for the use of trustees and 
officers of institutions for children. There are four chapters : "How to 
Organize a Children's Institution" ; "Plans for a Children's Cottage with 
Outdoor Sleeping Porches" ; "A Study of Fifty Cottage and Congregate 
Institutions"; "Statistics of Cottage and Congregate Institutions." It will 
be found very helpful for the purpose. 

Hart, H. H. (Ed.). Juvenile Court Laws in the United States. Pp. vii, 

150. Price, $1.50. New York : Charities Publication Committee, 1910. 
In view of the fact that Dr. Hart wrote the first draft of the Illinois Juvenile 
Court Law, it is very appropriate that he should have had general oversight 
of the present book. There are three parts. In the first Thomas J. Homer 
summarizes existing laws in the different states. In the second Miss Grace 
Abbott tells of the powers, methods, etc., of the courts, and in the third is 
reprinted the Monroe County, New York, Juvenile Court Law of 1910, which 
is considered a model for cities of the second class. In view of the interest 
in such courts the information presented is timely and valuable. 
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Hfrst, F. W, The Stock Exchange. Pp. 256. Price, 75 cents. New York: 

Henry Holt & Co., 1911. 
This is a short study of investment and speculation with a chapter describing 
the London Stock Exchange, and a similar one on Wall street. The re- 
maining chapters deal with the early history of banking and stock jobbing, 
London's foreign market and the foreign bourses, the art of investment, 
speculative securities, why prices rise and fall, and the creation of new debt 
and capital, with a final chapter on cautions and precautions. The last 
chapter is the best, especially in regard to the criticism of newspaper in- 
formation. 

Hollander, Jacob H. David Ricardo—A Centenary Estimate. Pp. 137, Balti- 
more : Johns Hopkins Press, 1910. 
This estimate of the influence of the great English economist of the Classical 
School has been published on the hundredth anniversary of the issue of the 
"High Price of Bullion," the first formal contribution of Ricardo to economic 
writing. Professor Hollander treats in comprehensive and sympathetic 
manner the life, the work, and the influence of Ricardo, after he has shown 
"the background of affairs and thought against which that life and work are 
projected." The author reviews the agricultural ferment, the industrial 
expansion and the financial activity which characterized the period, as prelim- 
inary to his main theme. This publication is of the greatest interest to all 
students who desire to get at the foundations of economic science. 

Husband, Joseph. A Year in i Coal Mine. Pp. 171. Price, $1.10. Boston: 

Houghton, Mifflin Company, 1911. 
The author, following his graduation from Harvard, entered one of the 
large bituminous coal mines of the middle west and spent a year to become 
acquainted with the actual work of coal mining. His first work was shovel- 
ing the coal into a car for which he was paid at the rate of twelve and a 
half cents a ton. His fellow workmen were almost entirely foreigners 
and the picture of their hopes and life plans is cleverly drawn. 

The author seems to have crowded into this year 3. whole life story 
of a miner. One day the mine was working smoothly and gave up almost 
a record out-put. That night a fire broke out which it was impossible to 
check. The. mine was sealed in the hope that, when the supply of oxygen 
was exhausted, the fire would be extinguished. Then follows the thrilling 
story of perilous descents down the air-shaft, the experiments to detect the 
presence of the deadly white-damp, the gradual reopening of the mine until 
the final explosion left but one person alive in the mine and he was rendered 
insane. Then is portrayed the harrowing picture of the scenes at the mouth 
of the mine, the search for the bodies, another fire in the workings and the 
permanent abandonment of the mine. It is not often that a man who is able 
to tell a story as clearly and vividly as this has crowded so many experiences 
into one year. It seems to be rather the life story of a mine than of a miner. 
Hutchinson, Woods. The Conquest of Consumption. Pp. 138. Price, 

$1.00. Boston: Houghton, Mifflin Company, 1910. 
Dr. Hutchinson is an optimist in the fight against tuberculosis. In this little 
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volume, the first chapter of which is "A Message of Hope," he reveals the 
grounds of his optimism in a very interesting and concrete manner. In his 
opinion, knowledge of the tubercle-bacilli; their nature and habits, has made 
it possible to keep them out of our bodies by proper care. Furthermore, if 
some enter they do so at their peril if the body defenses are in good working 
order. The author makes very clear the need for keeping the bodily functions 
fit to combat enemies. He describes in detail the attack upon the invading 
bacilli and shows how the fighting is done mainly by "good food, fresh air, 
healthy houses, shorter hours, longer sleep, good wages, and more play" — 
all of which keep the body in good fighting trim. Thus the author devotes a 
chapter to each of the following topics: Sunlight, the Real Golden Touch; 
Food, the Greatest Foe of Consumption; Intelligent Idleness; The Camp and 
the Country; Cash and Consumption. The book is readable and presents in 
the author's usual striking manner, the conviction that tuberculosis is being 
conquered by science and common sense, worked out in public policy and 
individual effort. 

Ilbert, C. P. Parliament; Its History, Constitution and Practice. Pp. 256. 

Price, 75 cents. New York: Henry Holt & Co., 1911. 
For a generation .Sir Courtenay Ilbert has acted as draftsman of the bills 
presented by the Cabinet to the English House of Commons. More than any 
other man he has had an opportunity to come in contact with the inside 
working of Parliament. All students of comparative government will find 
this sketch indispensable. It brings into small compass both historical develop- 
ment and present practice. Especially valuable for their contrast with 
our own haphazard methods of legislation are the chapters describing the 
legislative expedients adopted to protect the national purse from log roll- 
ing and extravagance in general and the discussion of the drafting of bills. 
The sketches of the relations of the houses, the cabinet and the development 
of true parliamentary responsibility are excellent. The controversy over the 
powers of the House of Lords is brought down to the election of 
December, 1910. 

Lampe. W. E. The Japanese Social Organization. Pp. ix, 84. Price, $0.50. 
Princeton: Princeton University Press. 

Landa, M. J. The Alien Problem and Its Remedy. Pp. xv, 327. Price, 5s. 

London: P. S. King & Son, 191 1. 
It is most interesting at times to get side-lights on our own problems by see- 
ing how other people react to similar situations. For the last fifteen years 
or so England has been agitated over the question of immigration. 
Exclusionists have risen to power and the public has heard all of the argu- 
ments, so familiar here, based on over-crowding, standard of living, crime, etc. 

In this volume the author holds a brief for the immigrant ' and offers 
evidence to show his value to the country. He first gives a very good sum- 
mary of the agitation for restriction. Then he takes up the various problems. 
It will interest Americans o discover that immigrants from America are most 

(642) 



Book Department 325 

prominent in the criminal records. The latter part of the book deals with 
the legislation enacted, its improvement and suggested reforms. It closes 
with an appeal for a broader attitude. 

The book will be found of interest and value by all who are" studying 
either English developments or our own problem of immigration. 

Macllwaine, S. W. Medical Revolution. Pp. xiii, 162. Price, 2s. 6d. 
London: P. S. King & Son, 1911. 

Mussey, Henry R. (Ed.). The Economic Position of Women. Pp.- 193. 

Price, $1.50. New York: Columbia University Press, 1910. 
A collection of papers by different authors discussing some of the proposed 
means of solution of the question of the economic position of women. 

Mussey, H. R. (Ed.). The Reform in the Currency. Pp. 295. New York: 

Columbia University Press, 191 1. 
Papers constituting the proceedings of the Academy of Political Science in 
the City of New York, November 11 and 12, 1910. 

Perris, G. H. A Short History of War and Peace. Pp. vi, 256. Price, 75 

cents. New York: Henry Holt & Co., 1911. 
It is the author's purpose in "limiting this essay to a consideration of cer- 
tain fundamental principles of organic growth" to trace the history of war 
and peace through the ages and in conclusion to sum up the characteristics 
of the present situation. Selecting the salient features he leads us from the 
earliest societies through the great Asiatic and African river civilizations. 
The Greeks, the Jews and the Empire of Rome are passed in review; the 
reasons for the breakdown of feudalism and the exploration of lands beyond 
the seas are explained ; for a time the adoption of the principle of the balance 
of power gives Europe a certain security until Napoleon as the exponent of 
the latent impulses in the hearts of the people destroys the whole fabric until 
at last we have a "new equilibrium" between the allies of Germany and those 
of Great Britain. In spite of the possibility of universal bankruptcy and 
the other evils which this system of armed peace carries in its train, four 
factors make for the organization of peace (pp. 227-252) : First, "the 
advance in the quality and quantity of armaments" ; second, "the establish- 
ment of an international credit economy" ; third, "international organizations" ; 
fourth, "the general tendency among Western- nations towards an arrest 
of population." 

The book is extremely interesting and instructive and contains the con- 
densation of an immense amount of information in a small space and — what 
is rarer — in a very readable form. 

Ralston, J. H, International Arbitral Law and Procedure. Pp. xix, 352. 
Price, $2.00. Boston: Ginn & Co., 1910. 

Ricbman, I. B. California Under Spain and Mexico, 1535-1847. Pp. xvi. 
541. Price, $4.00. Boston: Houghton, Mifflin Company, 191 1. 
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Salley, A. S. (Ed.)- Narratives of Early Carolina, 1650-1708. Pp. xi, 388. 

Price, $3.00. New York: Charles Scribner's Sons, 1911. 
This is the eleventh volume to appear in the series of "Original Narratives of 
Early American History." The editor is the secretary of the Historical Com- 
mission of South Carolina. The plan followed in this, as in the preceding 
volumes, is to reproduce the original document faithfully, and ta precede 
each paper with a brief introduction telling something of the author and 
giving an estimate of the historical importance of the document. 

Among the seventeen "narratives" contained in the voluma are "The 
Discovery of New Brittaine, 1650," by Bland and others; Yeardley's "Narra- 
tive of Excursions into Carolina, 1654;" "A Relation of a Discovery by 
William Hilton, 1664;" "Carolina, Or a Description of the Present State of 
that Colony by Thomas Ashe, 1682;" "Party Tyranny, by Daniel De Foe, 
1705 ;'' and a long selection from "The History of the British Empire in 
America, by John Oldmixon, 1708." There are facsimile reproductions of 
Blome's "Map of Carolina, 1672," and of Crisp's "Plan of Charles Town, 
1704." 

Senator, H., and Kaminer, S, (Ed.). Marriage and Disease. Pp. ix, 452. 

Price, $2.50. New Yo-k: Paul B. Hoeber. 
The twenty-seven chapters of this volume were contributed by some twenty 
German doctors, many of them being prominent men in their profession. 
The subjects covered are of wide range and of great importance. The 
result lacks unity, however. Some- of the writers are posted in recent biol- 
ogy, others are not. Some of the sections are too general to be of any 
special value to the practitioner, but yet too technical for the general reader. 
The student who wants to know a little of the relation of insanity, alco- 
holism or various diseases to married life will get some valuable sugges- 
tions. The medical man will turn naturally to the larger volume of which 
this is an abridgment. The translator. J. Dulberg, of Manchester, England, 
has done^his part very acceptably. 

Shaw, Bernard. The Commonscnse of Municipal Trading. Pp. xii, 1.20. 

Price, 75 cents. New York: John Lane Company, 191 1. 
This little volume is one of a series issued by the Fabian Socialist Society 
of England, and deals very clearly and cleverly with the problem of, what 
in England is called, municipal trading and in the United States municipal 
industrial enterprise. It is not so much what Shaw says, as the way he says 
it that makes his monograph interesting. To a student of municipal trading 
there is little new in the way of argument or illustration, but as usual with 
Shaw, the arguments are carried to the extreme and even the most ardent 
opponent of municipal trading is forced to agree to the Ioeic of the discus- 
sion. It is in short a rather sparsely written but emphatic endorsement 
of municipal trading, from the English standpoint. 

Steiner, E, A. Against the Current. 2d ed. Pp. 230. Price, $1.25. New York: 

F. H. Revell Company, 1910. 
Dr. Steiner may well be envied by authors for in his own life there seems 
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to be an inexhaustible supply of literary material. Writing in his own happy 
and humorous style he here tells the story — in disconnected fashion, to be sure, 
of his early life. Fascinating chapters they are. A Jewish boy in Hungary, 
in the midst of conflicting races and faiths, passing through the turmoil of 
varying standards and ideals to the larger life of manhood. Filled with a 
great breadth of sympathy for all men, the result perhaps of these very con- 
ditions of early life ; inspired evidently by the marked insight of a wise 
mother ; the author holds the reader with rare power. The book makes a 
strong appeal. 

Taylor, F. W. The Principles of Scientific Management. Pp. 144. Price, 

$1.50. New York: Harper & Brothers, 1911. 
The appearance of this volume, written by the one generally recognized as 
the father of scientific management in business, is most timely. The book 
is, to a considerable extent, a restatement of the principles enunciated by its 
author in various magazine articles and contributions to scientific journals 
which have appeared in the past. The author, however, has taken advan- 
tage of this opportunity to bring these discussions down to date, and to 
introduce much material which he has not hitherto presented. The volume 
is evidently intended as a discussion of the theories of scientific manage- 
ment rather than a description of the methods by which these theories are to 
be applied in practice. 

Taylor, F. W. Shop Management. Pp. 207. Price, $1.50, New York: Har- 
per & Brothers, 1911. 
The appearance of a revised edition of this work as a companion to the 
author's "The Principles of Scientific Management," which has just come 
from the press, enables the student to secure a complete understanding of the 
"Taylor System" as it exists at the present time. The revised edition is 
practically identical with the first edition published in 1903, except that a 
number of illustrations have been added, drawn from the recent experience 
with the system, and some additional time-study data have been inserted. 

Thomson, J. Arthur. Darwinism and Human Life. Pp. xii, 245. Price, 

$1.50. New York: Henry Holt & Co., 1910. 
In this volume the author, who is professor of Natural History in the Uni- 
versity of Aberdeen, reproduces a series of lectures given in South Africa 
in 1909. Inasmuch as it was Darwin's centenary his work was taken as the 
center of the course. The result is not merely a great tribute to a great man 
but a volume of exceptional interest in itself. "What We Owe to Darwin;" 
"The Net of Life" (i. e., influence of environment on living beings) ; "The 
Struggle for Existence ;" "The Raw Materials of Progress ;" "Facts of In- 
heritance;" "Selection, Organic and Social," are the chapter headings and 
accurately indicate the scope of the book. Written in a most attractive style 
it is a splendid discussion of the development of our knowledge of nature's 
methods which will be read with zest by all wishing to know something 
of the process of evolution. T cannot commend it too highly. 
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Ward, G. H. B. The Truth About Spain. Pp. xiii, 292. Price, $2.00. New 

York: Cassell & Co., Ltd., 191 1. 
We have long waited for a book about Spain which would adequately de- 
scribe the actual conditions, political, social and economic. We must still 
wait. Mr. Ward's book is highly interesting summer reading. It describes 
the abuses which impress every visitor to the Peninsula, but there is no per- 
spective. The material is fugitive and though it does tell the truth about the 
cases described, it does not tell the truth about Spain. It would be quite 
as unfair were an author to write about the United States from the back- 
ground of a study of Tammany, the New York customs frauds and the 
conditions of travel and agriculture in our southern states. In his statement 
of fact there are few exaggerations but the relation of the facts in any 
particular case to the typical case is missed. For example, one who has 
England in mind can hardly castigate the Spanish farmer as a ne'er-do-well 
because Argentine and Russian wheat competes with the native product. 
Slow though Spanish freight trains be, it should not "be considered a marvel" 
if they seldom run "on an average twenty miles an hour" — at least one mak- 
ing that average speed in the United States would also be a marvel. 

Taken as fugitive, illustrative material this is a good book. It por- 
trays the abuses in education, customs, clerical establishment, "alternating 
ministries" and bossism in politics more clearly than any of the many recent 
discussions. For one who wants to learn about the abuses found in Spain 
to-day this is the book. 



REVIEWS 
Abbott, Lyman. The Spirit of Democracy. Pp. vi, 215. Price, $1.25. Boston : 

Houghton, Mifflin Company, 1911. 
In this volume, Dr. Abbott has published in a somewhat amplified and 
extended form the substance of a series of lectures which he delivered 
before the Brooklyn Institute of Arts and Sciences during the winter of 
1909-10. 

Inasmuch as a great variety of subjects are discussed in the twelve 
chapters which compose the book, it is not surprising that a considerable part 
of the material presented makes very "thin" reading. Especially is this true of 
the first five chapters which deal with "The Birth of Democracy," "The Ten- 
dency of Democracy," "The Pagan and Hebrew Ideals of the Family," and 
"The Evolution of Education." In the last-mentioned chapter the author, 
strange to say, since he is writing of Democracy, omits all mention of 
the very important part played by the working class in the establishment of 
the free public school system in the United States. The strongest parts of 
the book are found in those chapters devoted to "Present Conditions in 
Industry," "Political Socialism," and "Industrial Democracy." In fact, 
so strong and radical is their tone that the reader is constrained to turn 
back to the title page to see if it really is the editor of "The Outlook" who is 
responsible for them. Dr. Abbott does not mince his words at any point 
of the discussion. 
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The author condemns the wages system in no uncertain terms : First, 
because it has divided society into two fairly distinct classes, the employ- 
ing and the employed ; second, because it has made possible the concentration 
of wealth; and third, because it has aided in the creation of a pauper and 
a criminal class. In replying to the question "Is there any remedy for exist- 
ing evils?" he boldly asserts that he does not believe "that either regulation 
or gradual moral reform or charity will set the world right." "I do not 
believe," he continues, "that the evils of our present industrial system will 
be cured by anything less than a radical change— though it may be, and 
I think it will be, a gradual one." The reader feels that Dr. Abbott is about 
to declare for Socialism and is somewhat surprised, unless he knows the 
author from his past works, to find that instead of Socialism he merely 
proposes that indefinite sort of hybrid of all reforms and Trade Unionism 
commonly known as "Industrial Democracy." What is meant by this is 
more definitely expressed by his desire "to see a state of society in which 
there will be few or no capitalists who do not have to labor, and few 
or no laborers who are compelled to remain all their lives without becom- 
ing capitalists, a state of society in which no man will live on the fruits of 
another man's labor, and no man will be denied the fruits of his own 
labor." As co-operating movements towards this goal he enumerates 
"conservation, the single tax, the growth of corporations, the beginnings of 
profit-sharing through stockholding, the development of the industrial vir- 
tues — thrift and temperance — and of industrial intelligence and the growth 
of labor unions." 

Socialism is condemned by Dr. Abbott, not because it "is an impossible 
ideal," for he holds that all true ideals are possible, but because it is no 
ideal at all. He brands it as being opposed to industrial and individual 
liberty, and destined, if ever tried, to prove injurious and unjust to all con- 
cerned, an industrial servitude to a new master, the State. 

The volume is written in Dr. Abbott's inimitable style, direct and very 
much to the point. However, with the exception of the three vigorously 
written chapters, as above noted, it contains little that merits comment. It 
is difficult, very difficult, in this day and time in discussing Democracy, to 
say anything new or to say anything very much worth while that has not 
already been said many times in as many different ways. 

Ira B. Cross. 
Stanford University. 



Alvarez, Alexandre. Le Droit International American. Pp. 386. Paris: A. 
Pedone, 1910. 

Professor Alvarez, formerly of the University of Chile, presents a review of 
American international law which is sure to arouse much interest especially 
in the United States. His point of view is Latin-American and the dis- 
cussions on that account treat the subject from an angle different from that 
to which we are accustomed. 

Publicists, it is asserted have overlooked or underestimated the impor- 
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tance of America as an element in the development of international law. This 
is especially the case on the continent where the idea of a code of international 
law bearing equally upon all nations and upon all parts of the earth 
has gotten the ascendency in the public mind. The true point of view is 
one more nearly approaching that of the Anglo-Americans who look upon 
international law as a body of rules based on practice rather than theory- 
something which must therefore be flexible to allow it to fit the needs of the 
various countries and regions of the world. 

If this thesis be true there is ground for the study of those peculiar 
factors which have made America important in the history of international 
law. Chief among these new influences the author discusses are the different 
points of view which developed in Europe as to the relations of colony and 
mother country, the effect of the development of the American colonial 
systems upon European politics and international relations, the causes of the 
emancipation of the American — especially the Latin-American states, the 
entry of America into the community of states; its influence on the balance 
of power in Europe and the influence of the example of the United States 
upon the states of Latin-America. 

We too often consider American history — at least American history since 
1775 as synonymous with the history of the United States. How partial such 
a view is, is well brought out in the discussion of the various efforts for 
united action among the Latin-American states from the Panama Congress to 
the Pan-American Congresses, the boundary disputes, arbitrations, civil wars, 
wars between Latin-American nations and with European countries. All these 
furnished the basis from which that mass of precedents is drawn which forms 
American international law. Most important of all of course is the Monroe 
Doctrine which the author characterizes as the basis of American inter- 
national law. He believes it is a doctrine not confined to the United States 
but one whose principles all western states uphold. Many of its elaborations 
which declare the United States to have the hegemony of the Americas 
are repudiated. These are merely declarations of policy by the United 
States and form no part of American international law. This latter portion 
of the book is the most valuable for students in the United States. It gives 
an outside, critical but sympathetic interpretation of a doctrine which is 
fundamental in our foreign policy. 

Chester Lloyd Jones. 
University of Wisconsin. 



Brown, David W. The Commercial Power of Congress. Pp. ix, 284. 

New York: G. P. Putnam's Sons, 1910. 
This is a scholarly presentation not only of the origin and original meaning 
of the commerce clause of the United States Constitution, but of the facts 
proving that the framers of the Constitution intended to establish a strong 
national government. The author points out that the large majority of 
the members of the constitutional convention were thorough-going nationalists. 
They represented the conservative moneyed classes ; they were much alarmed 
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by Shays' rebellion and the other disorders that- shortly preceded the conven- 
tion in Philadelphia. These events caused such advocates of state rights as 
Richard Henry Lee, Elbridge Gerry and Charles Pinckney to "favor the 
erection of a central authority independent of the states and vested with 
great powers." 

The first three chapters of the book recount the efforts made before 
1786, in Congress and out, to give Congress greater power over commerce ; 
then follows a very suggestive chapter upon the influence which the develop- 
ment of the West had upon the sentiment of the country in favor of a larger 
national power over commerce. The work of the Annapolis convention is 
briefly described and the work of the constitutional convention is considered 
with special reference to the development and formulation of the com- 
merce clause. The struggle in the states for the adoption of the Con- 
stitution, with this clause included, is briefly told. There is a chapter upon 
the first tariff bill and the incorporation of the first bank of the United 
States ; this is followed by a discussion of the records of commercial legis- 
lation in Washington's second administration, and an account of the non- 
importation and embargo laws for which Jefferson was responsible. The 
volume closes with a discussion of the effects of the decision of the United 
States Supreme Court in M'Cullogh vs. Maryland, 1819, and Gibbons vs. 
Ogden, 1824. The significance of these early decisions of the Supreme Court 
is pointed out by referring to the recent decisions that have greatly widened 
the scope of the commerce clause. There are two appendices to the volume, 
the first one containing an essay upon the power of Congress to construct, 
or authorize the construction of, internal improvements ; the second appendix 
reviews the power of Congress to levy protective tariffs. 

Emory R. Johnson. 



Bruce, Charles. The Broad Stone of Empire. Two vols. Pp. xlii, 1066. 

Price, $9.00. New York: Macmillan Company, 1910. 
Sir Charles Bruce, after nearly forty years spent in colonial administration, 
has devoted his later years to correlating and summarizing the results of 
such experience and now presents in book form his numerous papers and 
addresses, so remodeled and amplified as to constitute a general survey. 
Regretting ■ with Lord Milner, "the plentiful lack of thought devoted to even 
the biggest problems of our Empire, and especially to the biggest problem of 
our Crown Colonies," the book is presented as "a contribution to a thorough 
study of the administration of our tropical dependencies— our Crown Colonies 
and Places." No attempt is made to discuss conditions either in the self- 
governing colonies, called dominions by the author, or in India; attention 
is centered exclusively upon the Crown Colonies, most of which are 
tropical. Having variously served his country in Mauritius, Ceylon, the Wind- 
ward Islands, and British Guiana, the writer is prepared to speak with 
authority upon the problems of Crown Colonies, which he summarizes as 
"problems of an appropriate form of government, appropriate laws, an 
appropriate population, appropriate methods of development, appropriate fiscal 

(649) 



332 The Annals of the American Academy 

systems, and an appropriate scheme of defense.'' The leading topics discussed 
are the Colonial Office; local self-government; labor, health, and disease; 
education; the conservation of resources; fiscal systems; and defense. Each 
is treated both with reference to peculiar conditions in individual colonies and 
to determining how far common custom may be applied to all the colonies. 

In a chapter on "Our Colonial Policy" Sir Charles lays bare the many 
mistakes and the general inefficiency of the Colonial Office in the early years 
of English colonization. "Of an organized system of emigration, neither the 
Colonial Office nor the community had the slightest conception." "The 
ultimate success of the art of colonization was directly due to the Col- 
onization Society.' 7 In this society, organized in 1830, originated a system 
of colonization since "embodied in our imperial policy" and vigorously 
advocated by Charles Buller in parliament. Buller declared that the portals 
of the Colonial Office should bear the inscription All hope abandon ye who 
enter here, and Gibbon Wakefield later maintained, after New Zealand and 
South Australia had been successfully colonized under the new system, that 
these colonies had been formed "in spite of the most formidable opposition 
from the Colonial Branch of the Government of the British Empire." 

For the American student the work performs a valuable service in 
presenting a broad view of British tropical dependencies, with their problems, 
and the author's theory of the principles to be followed in administration. 
The title used, The Broad Stone of Empire, is meant to indicate one of these 
principles. Quoting Alexander Hamilton to the effect that civil liberty is 
the greatest of terrestrial blessings, and that it cannot ultimately be denied 
to any portion of the human race, Sir Charles Bruce states that he accepts 
this declaration "as the only foundation upon which the superstructure of 
Empire can securely rest." His work becomes then a study of basic political 
principles and of the extent to which they can be applied, as determined by 
policy and expediency, in the various tropical dependencies. 

Ephraim D. Adams. 
Stanford University. 



Chiral, V. Indian Unrest. Pp. xvi, 371. Price, $2.00. New York: Mac- 

millan Company, 1910. 
India is so markedly the center of English imperialistic thought that any- 
thing which tends to loosen the bonds between the dependency and the 
mother country is sure to arouse unusual interest and anxiety in England. 
Mr. Chiral's analysis, originally appearing as a series of articles in the 
Times is from its thoroughness one which the English public and all those 
interested in World Politics will find particularly welcome. 

The criticism of Indian conditions covers practically all sections of the 
country from the Punjab and Calcutta to the extreme south. There is a 
command of detail in describing the regional, social and racial unrests which 
makes the facts presented convincing. The dissatisfaction of India rests 
largely on factional or local reasons. There is no unity amon<? the various 
groups except in their prejudice against government. For the time being 
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with the increased power granted to the Indian constitutional reformers and 
the severe measures for the repression of lawlessness, there has come a lull in 
the storm which may be semi-permanent unless foreign complications arise 
to fan the flame of disaffection again. Fortunately this for the present seems 
unlikely due to the Persian agreement with Russia, though Cabul and Thibet 
still are quarters from which trouble may come. 

But after all, the quiet which now seems about to settle over the coun- 
try cannot be permanent. India has assumed but not assimilated western 
ideas. Many whose positions will be threatened' by modern thought will 
always be a party of opposition if not of revolt. Education, intellectual 
rather than industrial has aroused in the native ambitions which cannot 
be gratified at least not until economic conditions are revolutionized, — and 
even this is a circumstance that must bring untold suffering before the trans- 
formation will be completed. The example of Japan in the east and the ex- 
clusion of the Asiatics from South Africa tend to arouse nationalist ambitions 
and to embitter the people against England. Reactionary Brahmanism and 
half-baked western education, contrasted in everything -else are both anti- 
English. All these conflicting influences and many more it is the task of the 
Englishman to reconcile. Unfortunately this cannot be done by the grant 
of self-government— the safety valve which diverts criticism in the white 
colonies. Such action would be not only against English prejudices but would 
deliver power in India into the hands of the strongest and mark the return 
of the anarchy which it is the main object of England to avoid. 

The first third of the book dealing with the details of the riots, murders, 
and general unrest in the various sections of the country is of decidedly less 
interest than the latter portion dealing with the real constructive work which 
England is doing and the problems which face her in attempting to improve 
conditions at present unsatisfactory to all concerned. 

Chester Lloyd Jones. 

University of Wisconsin. 

Collier, Price. The West in the East from an American Point of View. Pp. 

ix, 534. Price, $1.50. New York: Charles Scribner's Sons, 191 1. 
Anyone who has read Mr. Collier's England and the English will expect 
this book to be interesting and in parts disquieting. The first portion of the 
book seems like a middle term between the alarmist writings of Horner Lea, 
and the pacific prophesies of Mr. Stead. Mr. Collier declares, with an 
exasperatingly clever array of statistics that the Anglo-Saxons must face 
inevitable conflicts with Germany and Japan at least. Both countries must 
expand. Traditional foreign policy and economics show that expansion of the 
sort which these countries will expect cannot be peaceful. English self 
satisfaction in foreign affairs is especially subject to reprimand. 

The point of view of the first chapters shows the tone of the book. We 
are led through India, China, Japan and Korea and though Mr. Collier seldom 
takes us far from the beaten track of tourists he sees more than the average 
traveller and he has a remarkable, though one feels at times an overstrained 

(651) 



334 The Annals of the American Academy 

facility in correlating what he sees with the problems of world politics. 
The households of English officials in India, quick climatic changes, class 
hatreds and a host of present day impressions are followed by a brief review 
of India under the Great Mogul and the transfer of control to "John Com- 
pany." Incidentally the usual criticism is made of the English administration 
— it is unsympathetic and slow to move. The next third of the book is given 
to light but interesting chapters of comment on the daily life of the westerner 
in the far east, the foibles of the native princes, who are cleverly pictured 
as counterparts of our own over-rich, the street life of Calcutta and a good 
popular discussion — the best chapter in the book — showing the part played 
in the east by the Chinese who have left China. 

Japan, Korea, and Manchuria are given only a hundred pages all told 
and little is added to what has been told by many writers before. The con- 
clusion brings us round again to the author's main contention : our relations 
with foreign countries are changing. This is true of the east as well as of 
the west. Heretofore we have been free to act as we pleased with eastern 
peoples. Hereafter we must find them worthy competitors in commerce 
always and possibly in war. 

Chester Lloyd Jones. 
University of Wisconsin. 



De Quiros, C. B. Modern Theories of Criminality. Pp. xxvii, 249. Price, 

$4.00. Boston: Little, Brown & Co., 1911. 
This volume appears first in the list of books selected for translation and 
publication by the American Institute of Criminal Law and Criminology. It 
was written by Sefior de Quiros in 1898 and revised ten years later. The 
translation is made from the edition of 1908. 

The title, Modern Theories of Criminality, does not describe accurately 
the contents of the work since a third of the volume is devoted to criminal 
law and penitentiary science. 

As to origins, the author finds that the real forces which have trans- 
formed the pseudo-sciences of physiognomy and phrenology into criminology 
have been psychiatry and statistics. Even without the "great innovators" 
Lombroso, Ferri, and Garofolo, these methods of research would have 
produced ultimately a scientific criminology. 

The volume is divided into three chapters, better called parts. The first 
of these is devoted to the origins and development of criminology. The 
leading theories treated are: I. Anthropological: (1) Atavistic Theories, 
(2) Theories of Degeneration, (3) Pathologic Theories. II, Sociologic 
Theories: (1) Anthropo-Sociologic, (2) Social Theories, (3) Socialistic 
Theories. The statement of the various theories is somev'iat fragmentary 
and in the effort to trace back all theo/ies to f heir original authors the clear- 
ness of restatement by later students has lr.rgely been sacrificed. 

In Part II, the origins, tendencies and applications of criminal law and 
penitentiary science are discussed. In this field three. distinct tendencies are 
traced, (1) The Traditional, opposing crime only by means of punishment, 
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(2) The Reformistic, where a "double-entry 1 ' penology is planned, advocat- 
ing the traditional penal measures, only with a repressive aim, and urging 
preventive measures in accordance with the teachings of modern crimi- 
nology, and (3) The Radical where the preventive side only is developed. 
Responsibility and delinquency are elaborately treated. 

Part III returns to the field of Criminology and deals with the Scientific 
Investigation of Crime and methods of identifying criminals as 
Anthropometry, Dactlyoscopy, the Word Portrait, etc. 

The author has given us a source book of European Criminology with 
special application to Spain and Spanish-America. At the absence of Ameri- 
can names in the list of contributors to the science of Criminology we have 
no reason to complain but scant justice seems to have been done to American 
scholarship in the field of penology. 

The volume enriches our literature of criminology and all criminalists 
owe a debt of gratitude to the American Institute of Criminal Law and 
Criminology for making the work accessible to exclusively English readers. 

J. P. LlCHTENBERGER. 

University of Pennsylvania. 



Documentary History of American Industrial Society. Edited by John R. 
Commons, Ulrich B. Phillips, Eugene A. Gilmore, Helen L. Sumner and 
John B. Andrews. Prepared under the auspices of the American Bu- 
reau of Industrial Research, with the co-operation of the Carnegie In- 
stitution of Washington. Volumes VII, VIII, IX and X. Pp. 1458. 
Price, complete set, $50. Cleveland, Ohio : Arthur H. Clark Company, 
1910 and 1911. 
The first six volumes of the "Documentary History of American Industrial 
Society'' were reviewed at length in the September, 1910, issue of The 
Annals. The scope of the entire work was described and an account was 
given of the origin of the History and of the manner in which it had been 
prepared. It will accordingly be possible to make this notice of the last four 
volumes comparatively brief. 

Volumes VII and VIII contain documents for the period 1840 to i860. 
These two volumes are prefaced by an introduction twenty-six pages in 
length, written by Professor Commons. This introductory paper is a reprint 
of Professor Commons' article on "Horace Greeley and the Working Class 
Origins of the Republican Party," previously published in the "Political 
Science Quarterly'' (Vol. XXIV). It is somewhat difficult to believe that 
the history of the labor movement from 1840 to i860 centered so largely 
about the person and activity of Horace Greeley as Professor Commons' 
introduction would indicate. One cannot avoid the suspicion that the author 
became so interested in Horace Greeley's work as to have acquired a some- 
what faulty perspective of the events of the twenty-year period. However 
this may be, Professor Commons' analysis of Horace Greeley's influence 
and of the economic "phases of the political events of the twenty years fol- 
lowing 1840 is admirably presented. 
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Volumes IX and X contain documents relating to the years i860 to 1880. 
The introduction to these two volumes was written jointly by Professor 
Commons and Mr. Andrews. The authors have a clear conception of the 
relative importance of the events of this period, and this introduction of 
thirty-two pages must be highly appreciated by every student of the com- 
plicated questions to which the general name "labor movement" is applied. 
These were the twenty years during which the present industrial processes 
were being adopted and during which the present-day economic and social 
philosophy was being formulated. The documents contained in these vol- 
umes must be read by everyone who would understand the labor move- 
ment of to-day. 

The editors and publishers are to be congratulated upon the successful 
completion of this highly important work. Professor Commons and his 
associates have given an immense amount of time and effort to the collection, 
transcription and publication of rare and almost inaccessible material. These 
volumes provide a foundation upon which may be constructed an inter- 
pretative history of the labor movement in the United States. 

Emory R. Johnson. 



Duncan, John C. The Principles of Industrial Management. Pp. xviii, 323. 

Price, $2.00. New York: D. Appleton & Co., 1911. 
The purpose of the book, as stated in the preface, is to give a scientific 
treatment of industrial management suited for a text-book in schools and 
colleges. The work is divided into three parts: the first dealing with the 
economic environment; the second with the equipment of the plant, and the 
third with its organization and management. 

The first part of the volume presents the problems which confront the 
manufacturer in determining upon the selection of his plant location. It 
outlines the theory of plant location, pictures the ideal situation and upon 
this basis endeavors to show the relative weight which should be attached to 
the various factors entering into the calculation. 

The second portion of the book is given over largely to the factors 
determining plant layout, the differences which various types of industries 
introduce into plant structure; the importance of fire precaution in factory 
layout and structure; the value of providing attractive quarters for workers 
and the power problem. 

The discussion of organization and management in part three centers 
about the various types of organization, the influence of different classes of 
labor upon organization; the systems of wage payment; the records of 
employees; time recording systems; raw materials, finished product and 
equipment accounting. 

Covering such a wide field, it is obviously impossible for the author to 
make a minute study of any particular portion of the subject. As a text- 
book for schools and colleges it is an acceptable work, which will, no doubt, 
be gladly received by the teaching profession. Dr. Duncan's discussion of 
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the subject is illustrated by a multitude of references to the experience of 
the largest plants in the country. 

Thomas Conway, Jr. 



Essays in American History. Dedicated to Frederick Jackson Turner. Pp. 

vii, 293. Price, $1.50. New York: Henry Holt & Co., 1910. 
This volume of essays is in the nature of a Festschrift, being a tribute offered 
during the recent winter to "Frederick Jackson Turner, teacher, scholar and 
friend," on the occasion of his presidency of the American Historical Asso- 
ciation by several of his former students. 

The ten contributors, who are all now college teachers, represent that 
considerable body of those, "who as students have felt the stimulus of Pro- 
fessor Turner's personality and who under his guidance have learned the 
method of the craft." Professor G. S. Ford in his felicitous introduction 
points out that this form of a testimonial was chosen as the more fitting one, 
as "it preserves and transmits that part of a scholar's work, which is hard- 
est to measure and record — his power to kindle his spirit and his love of 
scholarship in other men." 

Of the ten essays more than half, as might naturally be expected from 
those who had been privileged to follow the inspiring lectures of the "His- 
torian of the West," deal with different phases of western history. These 
are contributed by Professors Mathews, Schafer, James, Becker, Hockett 
and Buck, and their subjects vary from the "Activities of the Congregational 
Church West of the Mississippi" and "Problems of the Northwest in 1779" to 
the "Independent Parties in the Western States, 1873-1876." Of the remain- 
ing essays, two by Professors Ambler and Phillips, deal with certain phases 
of Southern political history, and the last two by Professors Robertson and 
Reinsch relate to South American diplomacy and history. 

All save one of the essays are fully documented, the statements of the 
text are substantiated by a wealth of notes and citation, and present in read- 
able and scholarly form the results of extended research upon the chosen 
themes. The one unique contribution is the exceedingly brilliant essay by 
Professor C. L. Becker, simply entitled "Kansas." This is an essay rather 
than a historical narration, an interpretation of the spirit and determina- 
tion that actuated the pioneers and settlers of Kansas, a presentation of the 
ideals and an explanation of the enthusiasm that characterizes its present 
citizens. There is a rare charm, quiet humor and fine literary quality that 
lend unusual interest and distinction to this paper. 

To the student of party history, Mr. H. C. Hockett's interesting con- 
tribution on "Federation and the West," and Dr. U. B. Phillips' illuminating 
and scholarly review of "The Southern Whigs" will make an especial appeal; 
while to one interested in diplomacy, Professor Schafer's paper on "Oregon 
Pioneers and American Diplomacy," and Dr. Robertson's "Beginnings of 
Spanish-American Diplomacy" will be of decided value. Professor Reinsch, 
the well-known writer on world politics, contributes some valuable sugges- 
tions in his "Notes on the Study of South American History." Limitations 
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of space forbid further detailed comments. Suffice it to say we heartily 
indorse the opinion of the Editor that these essays are "each a permanent 
contribution either in substance, point of view, or interpretation, to the 
literature of American history," and a worthy tribute to the inspired and 
inspiring scholar in whose honor they have been published. 

Herman V. Ames. 
University of Pennsylvania. 



Fairchild, Henry P. Greek Immigration to the United States. Pp. xvii, 278. 

Price, $2.00. New Haven: Yale University Press, 1911. 
This monograph is a valuable addition to the rapidly growing volume of 
literature on immigration. Greek immigration to the United States in num- 
bers sufficient to attract attention did not occur until about 1900. The first 
year in which the figures reached 10,000 was 1903. In 1907 the number 
reached 46,283. A decrease followed the panic of 1907 but the tide has again 
turned, the arrivals last year (1910) numbering 41,172. The author estimates 
the number of Graeks in the United States in 1910 to be approximately 185,000. 

The work is an effort to describe this important element of our new 
fellow citizens. It is divided into three parts. Part I is devoted to conditions, 
causes and sources of Greek emigration. The physical environment is 
described with its effect on the history and national character of the Greeks. 
The direct causes of emigration are carefully investigated and the effects 
of changes in Greek industries are noted. This portion of the work is 
exceptionally clear and enlightening. 

Part II deals with the Greeks in the United States. An analysis of the 
statistical tables presented in the appendix is followed by a description of 
Greek colonies in the United States and a detailed study of the economic 
and social condition of the immigrants. 

Part III traces the effects of Greek immigration (1) on the immigrant; 
(2) on Greece, and (3) on the United States. It is too early to be sure what 
the ultimate effect will be on the United States, but the effect on Greece is 
very perceptible and considered on the whole advantageous. The balance of 
trade in favor of Greece is traced to immigration and is viewed with favor 
by Greek statesmen while the drain made by the annual exodus of approxi- 
mately 30,000 of the most virile and productive male citizens upon a total 
population of little more than 2,600,000 cannot but be viewed with alarm. 

The book is well written ; is clear, concise and readable, and reflects 
credit upon the scholarly training afforded by the university (Yale) for 
which it was written as a doctor's dissertation. 

J. P. LlCHTENBERGER. 

University of Pennsylvania. 



Ferrero, Gina L. Criminal Man, According to the Classification of Cesare 
Lombroso. Pp. x, 322. Price, $2.00. New York: G. P. Putnam's Sons, 
1911. 

American students of criminology will welcome this concise summary of 
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Cesare Lombroso's three-volume work, "The Criminal Man," by his 
daughter, Gina Lombroso Ferrero, who was the collaborator of her father 
in all his work. This volume is not a translation of excerpts, but an original 
interpretation. The introduction was written by Prof. Lombroso and was 
the last literary work performed by this gifted student and author. 

Mrs. Ferrero in her interpretation follows the general outline of her 
father's treatment of the subject. The born criminal is an atavistic being, 
''a relic of a vanished race,'' who reproduces the traits of lower animals and 
savages in the midst of civilization. The insane criminal is simply the 
mentally defective whose conduct, unregulated by moral choice or incentive, 
becomes dangerous or anti-social. In both these groups criminality is the 
normal conduct of the abnormal man. The criminaloid class, which was 
differentiated later by Enrico Ferri into the criminal by occasion and passion, 
is the product of environment rather than heredity. 

Some new material is added in the second portion of the book dealing 
with crime, its origin, cause and cure. The following is an admirable sum- 
mary of modern penological science. 

"The modern school aims at preventing the formation of criminals, not 
punishing them, or failing prevention, at effecting their cure; and failing 
cure, at segregating such hopeless cases for life in suitable institutes, which 
shall protect society better than the present system of imprisonment, but 
be entirely free from the infamy attaching to the prison." 

A brief survey of American institutions visited by the author indicates 
how the people of the United States are attempting to utilize in practice 
the principles of scientific penology. It is perhaps unfortunate that this 
survey did not include more of our representative institutions. 

After a chapter on methods of measuring criminals and another on 
practical results in the use of anthropometry in determining the guilt or 
innocence of the accused the book concludes with a valuable appendix in 
which are given brief analytical reviews of the complete works of Lombroso. 

J. P. LlCHTENBERGER. 

University of Pennsylvania. 



Fitch, John A. The Steel Workers. Pp. xiii, 380. Price, $1.50. New 
York : Charities Publication Committee, 1910. 

Byington, Margaret F. Homestead, the Household of a Mill Town. 
Pp. xv, 292. Price, $1.50. New York : Charities Publication Com- 
mittee, 1910. 
The two latest volumes in the Survey Series deals with different phases of 
the same topic, the life of the steel worker, — "The Steel Workers" covering 
the working life, and "Homestead" covering the domestic life of the men 
who are making Pittsburgh wealthy and famous. Most of the material in 
both volumes has already been published in the Pittsburgh Survey (1909'). 
Numerous pictures, some additional statistical tables, and a considerable 
increase in the amount of letter press would hardly seem to justify the 
publication of two such bulky volumes as those now under review. The 
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reader of the Pittsburgh Survey leaves these two books with a feeling of 
regret that they should have failed so signally to increase the sum total 
of knowledge which was contained in the original Pittsburgh Survey. 

"The Steel Workers" analyzes intensively the work of steel making, 
the struggle which has been waged during the past three decades between 
the unions and the employers, the working conditions which have prevailed 
since the overthrow of trade unions in the great strike of 1892, and the 
spirit of the mill towns as reflected in their citizenship. The discussions 
are thorough and incisive, as the author shows a remarkable grasp of the 
subject of steel making as well as of the lives of men. The appendices 
combine a large amount of material valuable to the student of unions and 
strikes. 

In "Homestead" the author has stated in detail the wages of ninety 
workingmen's families, discussing rent, food, and the various other expen- 
ditures, and showing their relation to wages and the cost of living. The 
whole study is divided on a nationality basis, the first half being devoted 
to the English-speaking households, and the second half to the households 
of the Slavs. In this volume again the appendices contain some valuable 
material for the statistician or the social worker interested in the collection 
of cost of living statistics. 

The material originally appearing in the Pittsburgh Survey was of 
the highest quality, and representing, as it did, the most far-reaching and 
thorough investigation ever made into the work and lives of an American 
community, it aroused nation-wide interest. Both the social workers and 
the general public will feel a keen regret that four years have elapsed 
between the collection of this data and its final publication in book form. 
Social facts to be of value must be used when collected since they depreciate 
with alarming rapidity. 

Scott Nearing. 
University of Pennsylvania. 



Fite, W. Individualism. Pp. xix, 301. Price, $1.80. New York : Long- 
mans, Green & Co., 191 1. 
The Sociologists have insisted all along that social order is remarkable and 
needs explaining. They have declared that the ingenuity of the great thinkers 
of every age has been given to working out the philosophies, dogmas, codes, 
standards, ideals, and institutions, by which is achieved such imperfect social 
harmony as we see. But for fifteen years the psychologists like James, 
Dewey, Royce, and Baldwin have made the sociologists, with their study of 
punishments and laws and magistracies and other restraining institutions, 
look rather ridiculous. According to them, the altruistic and disinterested is 
so much a part of human nature that social order is in no need of explaining. 
Social control is superfluous, for harmony comes about of itself. Now comes 
Professor Fite in a virile, close-reasoned, pungent book, and shows that the 
individual remains everlastingly distinct, and evinces no tendency to sink his 
life in that of others or of the group. 
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Professor Fite agrees with Socrates that virtue is knowledge, that all 
who clearly know the right do it, and therefore with him, the social man 
differs from the anti-social man only in point of intelligence. Criminal and 
good citizen are equally individualistic, but they differ in the degree to which 
they are conscious of their purposes and of the relations of ether men to 
these purposes. All moral differences hinge on intelligence, and the selfish man 
is simply the inconsiderate man, not he who thinks too much of himself but 
he who thinks too little of others. As a champion of individualism, the author 
does not derive individual rights from the recognition or support of society, 
but from a man's own nature. He reaffirms "natural rights" and upholds a 
man's right to get "whatever he wants intelligently." By that saving word 
"intelligently" he avoids having to justify the hoggishness of monopolist 
or grafter, and really slips in the idea of what is "reasonable," i. e., com- 
patible with the social welfare. 

The author is most helpful in showing the futility of schemes of social 
reconstruction predicated upon the growth of brotherly love. He is right 
in insisting that the better social order is not to be achieved merely by 
denouncing or denying or blunting individual self-assertion in the name of 
a transcendent social interest, but by "an intelligent analysis of individual 
interests, and a scientific discovery and invention of methods of co-ordina- 
tion." How true this is will be realized by anyone who has had experience 
in constructive social reform or legislation. Not "renunciation of individual 
interests'' but the adjusting of them "in mutual satisfaction and freedom" 
is the path to social peace. The social good that will be attained through 
a more intelligent and comprehensive organization than we now possess will 
be not "a common good," but "a mutual and distributive good." The vague 
goal of "a common good" is held out simply because the principles have not 
yet been thought out on which the good achieved through co-operation will 
be distributed to individuals in the coming generation. 

On the other hand, we cannot for a moment accept in toto the author's 
psychology. Human beings are not so sharply and persistently distinct in 
tlwir consciousness as he assumes. At times one's self-thought becomes 
faint, and one enters into the existence of other people, even of animals, trees, 
and heirlooms. Again, his theory obliges him to deny the possibility of 
that rare love which exacts nothing from the beloved, not even recognition. 
He invites us to regard society as a relation of conscious beings quite out 
of space, geographic relation, and the struggle for existence. We sociologists 
will continue trying to explain reality instead of speculating on the social 
life of perfectly self-conscious individualities, free from instinct, passion, 
habit, custom, conventionality, and other things which film the eye of 
intelligence. 

The book is a blast of relentless logic, clear thinking and manly feeling 
into a department of philosophy that has become of late rather stuffy. 

Edward Alsworth Ross. 
University of Wisconsin. 
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Gibbon, I. G. Unemployment Insurance. Pp. xvii, 381. Price, 6s. Lon- 
don: P. S. King & Son, 1911. 
The present volume, with its detailed analysis of unemployment, and of the 
operation of unemployment insurance schemes in the various European 
states, throws considerably less light on the problem than the many books 
which have preceded it. 

Unemployment insurance is of two kinds, compulsory and voluntary. 
The former has been tried in only a few cases, and with very questionable 
success, while voluntary insurance, on the other hand, is much more widely 
extended, although its success is scarcely more noticeable. On the whole, 
therefore, at the present writing, the net result of unemployment insurance 
has been anything but satisfactory from the standpoint of the unemployed 
and of the state administering the insurance. In summing up the results 
of his study, the author concludes that some form of insurance against un- 
employment should be issued; that the community should assist financially; 
that the insurance should be so given as to encourage self help; that the 
system should be administered from a central agency; that the system should 
not be compulsory; that voluntary, private organizations should be used as 
a means for administering the unemployment benefits; that subsidies should 
be paid in proportion to benefit, and that the machine for administering, the 
unemployment system should be in the hands of a committee of experts. 

While the author's subject is one of paramount importance, his treat- 
ment of the material is defective. Not only is his compilation of data care- 
less, but he has succeeded in creating a work which makes neither good 
popular reading nor scientific reference material. The book will appeal 
neither to the socially minded member of the community nor to the student 
of the unemployment problem. 

Scott Nearing. 

University of Pennsylvania. 



Hall, G. Stanley. Educational Problems. Vols. I and II. Pp. xix, i^fci. 

Price, $7.50. New York: D. Appleton & Co., 1911. 
This work does for ths pre-adolescent years of elementary schooling what 
the earlier "Adolescence" did in the field of secondary education; that is, 
it examines all the chief activities of the school from the standpoint of the 
biological and psychological individual. The volumes are as remarkable for 
what they omit as for what they contain. One would hardly know, except 
from remote implications, that we live in a social world at all. Everything 
is biology and psychology; man as a social and economic creature has scant 
recognition. However, a work must be judged by what it contains, not bv 
what it omits. 

The most impressive aspect of these volumes is that they summarize 
the efforts not only of one mind, but of many minds, for many years The 
author says: "For twenty-five years I have lectured Saturday mornin-s to 
teachers and to students upon education, and this book is the final revision 
of parts of this course up to date, endinar February, 191 1.» Clark University 
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has the unique position of being the only American university in which the 
primary interest of president, faculty, and graduate students has been educa- 
tion. The "Pedagogical Seminary" has been their organ of publication, and 
the present books reflect the total activity. One way in which this academic 
team-work is shown is the citations to literature, domestic and foreign. 
Instead of giving a bibliography of names, we have extended abstracts of 
what the books contain. This feature is especially significant, for what we 
get is not a card catalogue, but the contents of a library. 

One finds everywhere abundant evidences of the author's well-known 
virility of thought, his fluency and aptness of expression, as well as his 
equally well-known tendency to use words not found in the dictionary. 

Few of the ideas advanced will strike the older readers of President 
Hall as novel, for the work is rather a summary of old thoughts than an 
exposition of new positions. Thus, the articles on sex have the familiar 
intimacy of a medical treatise as usual. The chapter on the Kindergarten 
makes the usual vigorous protest against the crystalization of the pedagogical 
notions of Froebel into a religious cult, with its ritual and sacred mysteries. 
That admirable classic, "Children's Lies" comes forth again to delight and 
admonish. Among the other articles one finds the following: Pedagogy of 
Modern Languages, of History, of Elementary Mathematics, of Reading, of 
Drawing, of School Geography, of Music, and of Sex. Then there are 
chapters on Dancing. and Pantomime, the Sunday School, Moral Education, 
Industrial Education and on Missionary Pedagogy. 

As these volumes are probably President Hall's pedagogical valedictory, 
most American school men will read them with feelings of regret and of 
gratitude — regret that they are the last, and gratitude that so much has been 
contributed to the advance of education, for President Hall has certainly 
enriched and dignified a field of thought which has not always had the 
respectful acclaim of all men. And if he has a noble record of work accom- 
plished, he has also sown freely seeds of future harvests. 

Charles De Garmo. 
Cornell University. 



Henderson, Chas. R. (Ed. by). Correction and Prevention. 4 vols. Vol. 
I — Prison Reform, C. R. Henderson (Ed.), F. B. Sanborn, F. H. Wines 
and others, Criminal Law in the United States, Eugene Smith ; Vol. II — 
Penal and Reformatory Institutions, by sixteen leading authorities; 
Vol. Ill — Preventive Agencies and Methods, by C. R. Henderson; Vol. 
IV — Preventive Treatment of Neglected Children, by Hastings H. Hart; 
Pp. cxvii, 1490. Price, $10.00. New York : Charities Publication Com- 
mittee, 1910. 
This monumental work in American Penological Science appears in four 
volumes, under the general title of "Correction and Prevention." It was 
designed as a souvenir for our honored guests, the European delegates to 
the Eighth International Prison Congress, held in Washington, D. C, in 
October, 1910. 
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The plan was devised by the late Dr. S. J. Barrows, United States Com- 
missioner on the International Prison Commission, and president of the 
International Prison Congress. After the death of Dr. Barrows, in April, 
1909, Dr. Charles R. Henderson was appointed by President Taft to succeed 
Dr. Barrows, and upon him fell the responsibility of general editor of the 
work. The enterprise was financed by the Russell Sage Foundation, under 
the oversight of its director, Mr. John M. Glenn. Of the purpose of the 
undertaking, Dr. Henderson says: "It has been the purpose of all concerned 
to present in these volumes, with fidelity to truth, the most essential facts, 
without controversy and without boasting, and to interpret the historical 
movements treated, so as to discover their genuine significance." "In this 
story they (our foreign delegates) will find much to criticize ; the faults 
of a rapidly growing country whose development in material wealth has 
outrun its legislation and its institutions of culture ; but we trust they will 
also find here a powerful and advancing movement to correct recognized 
evils, to promote order and security and to further the general 
enlightenment." 

It is apparent that the aim of the editors was not to present the most 
advanced ideas of our American scientific students of criminology except 
as they are embodied in concrete movements, but to tell the story of our 
progress and achievement. 

The material, therefore, takes the form of a compilation and a his- 
torical resume. This serves admirably the purpose for which it was intended 
originally, and in addition it provides an encyclopedic source of information 
for the social student generally in this most important field of human 
endeavor. 

Volume I. Prison Reform and Criminal Law. Following the Edi- 
torial Introduction, we have in Chapter I a Historical Introduction, by F. 
H. Wines, followed by the Declaration of Principles Promulgated at Cin- 
cinnati, Ohio, in 1870. Other chapters are C. E. Wines and Prison Reform, 
a Memoir, by F. B. Sanborn ; The American Reformatory Prison System, by 
Z. R. Brockway; Possible and Actual Penalties for Crime, by F. H. Wines; 
Biographies of Samuel June Barrows, by Paul U. Kellogg, and of Gen. 
Rutherford B. Hayes, by M. F. Round. Other Biographies of Frances 
Liever, Theodore W. Dwight, Edward Livingston, Dorothia Lynde Dix, 
Ellen Cheney Johnson and Gardiner Tufts, complete the volume. To the 
historical development of thought in regard to prison science has been added 
the biographical method. This not only affords greater interest through 
personal insight and familiarizes the reader with the names of the workers 
who have created American Penology, but it enables one to trace the pro- 
cesses by which trained minds reacted against the evils and abuses of their 
time and evolved the principles of the new rational order. Some whose 
interest will centre primarily, neither in the history nor in the principles 
of the science, will, nevertheless, be attracted by the achievements of the 
men and the women who have made the history and who have been the 
embodiment of sympathy while they sought to apply the principles dis- 
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covered through scientific research to the practical problem of criminal 
reform. 

Bound under the same cover, but edited by Eugene Smith, president of 
the Prison Association of New York, is a separate treatise of 119 pages, 
including the index, entitled Criminal Law in the United States. 

While this portion of the work is intended to be chiefly descriptive, and 
from this point of view is admirably done, it is written by one who is iden- 
tified with the progressive movement, and the chapters on The Primitive 
System of Criminal Law and the Indeterminate Sentence constitute a most 
admirable commentary upon the new trend toward a more humane and 
effective administration of criminal law. Retributive punishment has failed 
to work the reformation of the criminal or to secure social defense against 
crime. The overwhelming majority of released convicts who return to 
criminal pursuits is the most serious indictment against our present penal 
system. "Imprisonment for a fixed ■ term under the old punitive system 
yields only temporary protection to society, lasting until the expiration of 
the term, when the original danger is revived in an aggravated form. The 
indeterminate sentence makes the protection permanent." 

Vol. II. Penal and Reformatory Institutions. In this volume practi- 
cally every phase of our prison system, from the "Station House" to the 
separate Reformatories for men and women, is considered in thirteen chap- 
ters by as many different writers. The scope of Educational Work in 
Prison and The Prison Physician and his work are treated by several dif- 
ferent writers. Of the papers, Dr. Henderson says : "They may be regarded 
as the sincere and reliable expression of convictions and purposes which 
promise to control the future." Of the writers, he says further: "They are 
men of long experience, and the fact that in a country where changes are 
so frequent and political appointments so uncertain, they have stood at their 
posts long enough to acquire professional skill and effect genuine reforms, 
gives promise of the near triumph of the 'merit system' over the 'spoils 
system' which has done our country so much harm. They are not only men 
of this worthy class, but they are types of the kind we prefer and mean to 
have in office the country over." 

While the volume is a source-book of information concerning our 
prison system in actual operation, it is not a boastful presentation of the 
"high aims of the most enlightened administrators," but presents rather a 
critical analysis of the weaknesses and imperfections of our system. Taken 
in connection with the historical and biographical treatment presented in 
the first volume we have an admirable summary of the situation. 

Volume III. Preventive Agencies and Methods. In this volume, 
written by Dr. Henderson at the request of Dr. Barrows, the subject is 
transferred to the field of criminology. Knowledge adequate for the con- 
struction of an intelligent penal system must rest upon inductive studies of 
the factors of crime. As long as criminality was regarded as the abnormal 
conduct of the normal man and due simply to moral perversion, no science 
of criminology was possible. Ever since the discovery that criminal statis- 
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tics do not group themselves closely about the normal curve of chance 
distribution scientists have been engaged in the study of physical and social 
causation in the attempt to discover intelligent explanations. The result is 
the modern science of criminology. Professor Henderson, according to 
approved modern methods, locates the causes of crime in the inheritance 
of defects, in physical, economic and educational conditions. Preventive 
agencies and methods must be employed in the light of these facts. The 
volume deals with the changes that are being made in present methods 
through the better understanding of the problem thus secured. 

Volume IV. Preventive Treatment of Neglected Children. This 
volume was edited by Hastings H. Hart, Director of the Department of 
Child Helping of the Russell Sage Foundation. Most of the book is written 
by Dr. Hart, but his work has been supplemented by articles by other 
leading authorities. The volume was prepared primarily as a chronicle of 
the work for neglected children in 'the United States in more than a 
thousand institutions and of more than a hundred societies. The importance 
of the subject in connection with criminology rests on the established knowl- 
edge that the criminal ranks are steadily recruited from the class of 
neglected children and that one of the most effective means of lessening 
crime from this source is to attack the problem on its preventive side by 
giving proper care to the neglected group. Within the limited scope of a 
single volume Dr. Hart has covered the entire range of agencies dealing 
with the problem. We can do little more than indicate the scope of the 
work. The captions of the seven parts of the book are: I, Institutions for 
Delinquent Children; II, Institutions for Dependent Children; III, Cottage 
and Congregate Institutions for Dependent and Delinquent Children; IV, 
Child-Helping Societies; V, Family Home Care— The Placing Out System; 
VI, The Juvenile Court; VII, Miscellaneous Preventive Agencies. An 
appendix contains the Rochester juvenile court law of 1910, generally recog- 
nized as embodying the best features of the various juvenile court laws in 
the United States. 

It was perhaps unavoidable that such a work should contain some 
repetition and also divergent views upon the same topics. Each volume is 
complete in itself, the whole set containing the best and most comprehensive 
statement of the problem of American penology yet written. It is an 
achievement worthy of the great mind that conceived it. 

J. P. LlCHTENBERCER. 

University of Pennsylvania. 
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Cotton merchant, importance of, 254. 
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Inspection laws of Illinois, 58; In- 
diana, 60; Kansas, 60; Minnesota, 
59; Missouri, 59. 
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Grading of cotton, 265 ; uniformity Insurance, of cotton, 290 ; of profits, 

in, 267. 14, 29. 
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Economic Prizes 

EIGHTH YEAR 

In order to arouse an interest in the study of topics relating to commerce 
and industry, and to stimulate those who have a college training to consider 
the problems of a business career, a committee composed of 

Professor J. Laurence Laughlin, University of Chicago, chairman j 
Professor j. B. Clark, Columbia University; 
Professor Henry C. Adams, University of Michigan; 
Horace White, Esq,, New York City, and 
Professor Edwin F. Gay, Harvard University, 

has been enabled, through the generosity of Messrs Hart Schaffner & Marx., 
of Chicago, to offer in 1912 four prizes for the best studies in the economic field. 

In addition ^to the subjects printed below, a list of available subjects pro- 
posed in past years can be had on application. Attention is expressly called 
to the rule that a competitor is not confined to topics proposed in the an- 
nouncements of this committee; but any other subject chosen must first be ap- 
proved by it. 

1, Wage theories of American economists. 

2. .Agricultural education. 

8. The influences affecting the prices of agricultural products. 

4. A lumber policy for the United States. . 

5. Would public interests be subserved by the amendment or repeal of the. .so- 

called Sherman anti-trust law? 

6. Capital building through corporation savings. j 

7. Control of securities 1 of public service corporations. 

8. A scientific basis foT tariff re visipn. 

Class B includes only those, who at the time the papers ate sent in, are 
undergraduates of any American college. Class A includes any other Americans 
without restriction; the possession of a degree is not required of any contest- 
ant in this class nor is any age limit set. 

A First Prize of One Thousand Dollars, and 
A Second Prize of Five Hundred Dollars 

are offered to contestants in Ckiss Ai , ■ . 

A First Prize of Three Hundred Dollars, and 
A Second Prize of Two Hundred Dollars 

are ottered to contestants in Class B. The committee reserves to itself the right to 
award the two prizes of $1,000 and $500 of Class A to undergraduates in Class B, if 
the merits of the papers demand it. 

' The ownership of the copyright of successful studies will vest In the donors and It Is expected that. 
without precluding the use at. these papers as theses for higher degrees, they will cause them to be 
issued in some permanent form. 

. fomnetltors jire advised that the studies should be thorough, expressed Id good English, and although 
not UnUtert Ts to lengt '.they should hot be needlessly expanded. They should be Inscribed with an 

»nnS5 the class in which the* are presented, and accompanied by a sealed enve ope giving the real 
assumed name ™e c,, » a '° ~"£i ." ', P lt)P c „mpetltor Is In CLASS B. the sealed envelope should contain 
rL««f«*::S^"sU,^. The papers should he sent on or before Jnne 1. 1912. to 

J. Laurence Laughlin, Esq. 

The University of Chicago 
Chicago, Illinois 
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